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PART 201 — RULES OF PRACTICE 
Notice of Proceedings and Hearings 
AGENCY: Securities and Exchange Commission. 


ACTION: Final rule. 

SUMMARY: TheCommission is amending its Rules of 
Practice to specify that hearings in regulatory proceed- 
ings normally be conducted in Washington, D.C. This 
amendment will provide the bar and the Commission’s 
administrative law judges with guidance with respect to 
venue in regulatory proceedings. Previously, there had 
been no distinction in the rules concerning the typical 
venue for regulatory proceedings as distinguished from 
disciplinary proceedings. 

EFFECTIVE DATE: Immediately. 

FOR FURTHER INFORMATION: Alan Rosenblat, 
Assistant General Counsel, Office of the General 
Counsel, Securities and Exchange Commission, 500 
North Capito! Street, Washington, D.C. 20549, (202) 
755-1198. 


SUPPLEMENTARY INFORMATION: Recently, the 
Commission affirmed the grant by an administrative law 
judge of arequest for a change of venue in a proceeding, 
conducted pursuant to the Investment Company Act of 
1940, in which an exemption from the Investment 
Company Act was being sought.' At that time, the 
Commission noted that its “Rules of Practice give no 
specific guidance in sucha situation.”2 Moreover, the 
Commission stated: 


The present Rules of Practice do not 
distinguish, for purposes of venue, between 
the different types of cases we have. No line 
is drawn between regulatory proceedings, on 
the one hand, and disciplinary proceedings, 
on the other hand. To the extent that the 
differences are significant, it appears 
desirable that such distinctions be made in 
our Rules of Practice. This would give our 
administrative law judges and the bar 
guidance in the area which they do not now 
have. 





1 The Vanguard Group, Inc., Investment Company Act 
Release No. 10016 (Nov. 18, 1977), 13 SEC Docket 903 
(Dec. 6, 1977). 


2 Id., 13 SEC Docket at 904 (footnote omitted). 


3 id., 13 SEC Docket at 904, n. 3. 
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The Commission has determined to amend its Rules of 
Practice so as to distinguish between the two types of 
proceedings and to provide that its regulatory 
proceedings normally should be conducted in 
Washington. Such a practice makes the most of the 
Commission’s limited resources by eliminating the loss 
of staff time in travel and enabling the staff to continue 
working on other matters while discharging its 
responsibilities in a particular regulatory proceeding. 


Accordingly, the Commission hereby amends 17 CFR 
201.6 by revising the first sentence of paragraph (b) to 
read as follows: 


§201.6 Notice of proceedings and hearings. 


* * * * * 


(b) Notice of hearing; service of notice. The time and 
place for any hearing in a proceeding shall be fixed with 
due regard for the public interest and the convenience 
and necessity of the parties, the participants, or their 
representatives. It is the policy of the Commission that 
in a proceeding under any provision of the Public Utility 
Holding Company Act of 1935, the Investment Company 
Act of 1940 (except Section 9(b) thereof), Section 206A 
of the Investment Advisers Act of 1940, Section 8 of the 
Securities Act of 1933, or Sections 305 or 307 of the 
Trust Indenture Act of 1939, the hearing should normally 
be held in Washington, D.C. * « « 


(15 U.S.C. 77u, 77ttt, 78v, 79x, 80a-40, 80b-12). 


* * . * * 


The Commission finds that the foregoing action relates 
solely to rules of agency procedure or practice and, 
accordingly, that notice and prior publication for 
comment under the Administrative Procedure Act, 5 
U.S.C. 551, et seq., are unnecessary. See 5 U.S.C. 
553(b). 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14885/June 23, 1978 





REQUEST FOR COMMENT ON ISSUES RELATING TO 
THE DEVELOPMENT OF ORDER ROUTING AND 
MARKET LINKAGE SYSTEMS. 


The Securities and Exchange Commission announced 
that Chairman Harold Williams has sent to certain self- 
regulatory organizations a letter requesting additional 
information from those organizations on issues 
relating to the development of order routing and market 
linkage systems in accordance with the Commission’s 
January 1978 statement on the development of a 
national market system. ! The text of the letter is as 
follows: 


[Chief Executive Officer of 
American Stock Exchange, Inc. 


Boston Stock Exchange, Inc. 
Cincinnati Stock Exchange 
Midwest Stock Exchange, Inc. 


National Association of Securities Dealers, 
Inc. 


New York Stock Exchange, Inc. 
Pacific Stock Exchange, Inc. 
Philadelphia Stock Exchange, Inc.] 


As you will recall, in its January 1978 statement 
concerning development of a national market system, 
the Commission called for prompt development of 
comprehensive market linkage and order routing 
systems “to permit the efficient transmission of orders 
(i) among the various markets for qualified securities, 
whether on an exchange or over-the-counter .. . , (ii) 
and from brokers and dealers to all [such] markets.” In 
particular, the Commission urged the self-regulatory 
organizations to 


combine their efforts and take joint action 
forthwith in order to (i) make available to 
their members a single system for, the 
prompt and efficient routing of orders for 
qualified securities from brokers and 
dealers’ offices to any qualified market, and 
(ii) achieve a comprehensive linkage of all 
qualified markets in an efficient intermarket 
order routing system. 





1 Securities Exchange Act Release No. 14416 (January 
26, 1978), 43 FR 4354 (“January Release”). 


The Commission requested each self-regulatory 
organization to inform the Commission of its 
willingness to undertake development of these order 
routing and market linkage systems voluntarily and to 
submit to the Commission, by April 15, 1978, an 
agenda for their implementation. 


With respect to market linkage, the New York 
(“NYSE”), American (“Amex”), Midwest, Pacific and 
Philadelphia Stock Exchanges suggested that 
implementation of the Intermarket Trading System 
(“ITS”) would achieve an appropriate linkage of all 
competing market centers. The National Association of 
Securities Dealers, Inc. (“NASD”) and the Cincinnati 
Stock Exchange (“CSE”), without commenting 
specifically on the ITS, suggested alternative 
proposals. 


Although the phased implementation of the ITS 
appears to be proceeding in a manner satisfactory to 
its present participants, there seem to be unresolved 
questions as to whether this particular system for 
linking competing markets represents a satisfactory 
solution of the problem of linking all such markets. The 
Commission continues to believe that, ultimately, all 
market centers for qualified securities must be linked 
in an appropriate manner in a national market system. 
Consequently, | would appreciate your advising the 
Commission of any factors (either technical or policy) 
which you believe bear on the feasibility or desirability 
of including over-the-counter market makers and the 
CSE in the ITS or of taking some other step or series of 
steps to insure an appropriate linkage of competing 
market centers. [If you believe the ITS linkage would be 
a more appropriate or effective method of tying 
together competing market centers than other 
mechanisms which have been suggested (e.g., by the 
NASD or by the CSE), please explain the reasons for 
that belief.]2 [If you do not believe it is in the best 
interests of your organization to participate in the ITS, 
or that linking of all market centers can be more 
appropriately or effectively achieved by other means, 
the Commission would appreciate an explanation of 
your organization’s basis for those beliefs.]9 


With respect to the second component of the order 
routing package described in the Commission’s 
January statement—a universally available, neutral, 





2 Bracketed language sent to the American, Boston, 
Midwest, New York, Pacific and Philadelphia Stock 
Exchanges. 


3 Bracketed language sent to the Cincinnati Stock 
Exchange and the National Association of Securities 
Deaiers. 
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“upstairs” message switch—the Commission received 
two alternative proposals. The first, a proposal for a 
national order routing system, was contained in the 
submission by the NASD of a technical plan for the 
development of a national market system. As we 
understand the NASD proposal, it envisions that 
system as the primary means for routing orders to the 
various market centers and as the center of a 
communications network connecting all brokers, 
dealers and market centers. The second proposal was 
that made by the NYSE, and concurred in by the Amex, 
contemplating adaptation of the NYSE/Amex common 
message switch (currently providing order routing 
capability to the floors of those two exchanges) to 
provide the type of order routing capability referred to 
in the January statement. The NYSE/Amex proposal, 
however, contemplates the continued existence of 
multiple, competing switches (as opposed to the 
single system described in the Commission’s January 
statement) and appears to assume that the modified 
NYSE/Amex common message switch would continue 
to handle only a relatively small percentage of total 
message traffic. In addition, unlike the NASD 
proposal, the NYSE and Amex do not contemplate 
modifying their common message switch in a manner 
which would permit computer-to-computer interfaces 
with automatic pricing systems maintained by certain 
market centers (e.g., Comex on the Pacific Stock 
Exchange and PACE on the Philadelphia Stock 
Exchange) or order-by-order routing decisions by users 
of the switch, i.e., a separate decision (either 
determined by the originating broker or by application 
of an algorithm to the switching facility) as to which of 
the several competing markets should receive a 
particular order, based upon price and size information 
disseminated pursuant to Rule 11Acl-i at the time the 
routing decision is made. 


While the Commission appreciates the thought and 
work which went into the development of each of the 
proposals, we are somewhat disappointed that, in 
contrast to the cooperative and joint efforts evident in 


the development of the ITS, the self-regulatory 
organizations have proceeded independently, ap- 
parently without communicating with one another, in 
approaching the problem of improving “upstairs” order 
routing capability. We do, however, recognize that the 
timetable originally set in the January statement may 
have been too short to permit joint deliberation and 
action at this stage of the process. Nonetheless, 
unless the self-regulatory organizations are able to 
agree on a Satisfactory approach, it appears that it: may 
be necessary for the Commission to initiate additional 
action, including possible rulemaking, to resolve 
questions as to the direction which should be followed 
by all self-regulatory organizations in developing an 
appropriate routing and switching system. 
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In order to more fully assess the alternative methods of 
providing comprehensive, neutral “upstairs” order 
routing and switching facilities, and to explore ways in 
which the Commission can assist the industry in 
acting jointly in this area, the Commission believes it 
would be appropriate, in the near future, to convene 
one or more meetings involving the interested 
self-regulatory organizations to discuss these 
subjects. Prior to scheduling any such meeting, 
however, the Commission wishes to receive additional 
information regarding the implications of the 
proposals which have been advanced thus far. 
Accordingly, the Commission requests your comment 
on the following questions: 


1. Should the routing of orders by brokers, 
on an order-by-order basis, to the best 
market, in size, as determined by 
quotations made available pursuant to Rule 
11Acl-1 under the Exchange Act, be a 
characteristic of a national market system? 


In answering this question, you should 
focus on the effects you believe order-by 
order routing decisions would have on: 


(a) A broker’s ability to achieve econom- 
ically efficient execution of securities 
transactions; 


(b) fair competition among brokers and 
dealers, among exchange markets, and 
between exchange markets and markets 
other than exchange markets; and 


(c) the practicability of brokers executing 
investors’ orders in the best market. 


2. If the answer to question 1 is yes: 


(a) do you believe that efficient order-by- 
order routing capability can be achieved in 
the absence of a single, exclusive message 
switch, or do you believe that such 
capability can be made available on a 
Satisfactory basis through separate, com- 
peting order routing systems? If you believe 
that separate order routing systems are 
feasible in this context, should any such 
system (whether offered by a self-regulatory 
organization, by a private vendor, or 
developed “in-house” by a broker-dealer) 
which either is (i) not “neutral” with respect 
to all market centers for qualified securities, 
or (ii) does not assure that brokers have 
available efficient order-by-order routing 
capability, be permitted to be used to 
transmit orders for qualified securities to 





any market center in a national market 
system? 


(b) do you believe that either the NASD or 
the NYSE/Amex proposal contemplates a 
message switch affording efficient order- 
by-order routing capability? 


In responding to this question, you should 
specify any assumptions which you believe 
should be made regarding: 


i. message traffic 
ii. use of either system 
A. for different types of orders 


B. for orders whose size or price exceeds 
that disseminated pursuant to Rule 11Acl-1 


iii. other criteria which you believe may be 
appropriately applied in directing order 
flow. 


3. If the answer to question 1 is no, please 
explain how you believe orders should be 
processed to assure that the national 
market system goals of providing increased 
opportunities for competition among and 
between market centers and best execution 
can and will be achieved? 


We would appreciate receiving your views no later than 
August 1, 1978. Submissions in response to this 
request should be sent to George A. Fitzsimmons, 
Secretary of the Commission. All submissions should 
refer to File No. S7-735 and will be available for public 
inspection at the Commission’s Public Reference 
Room. 


Thank you for your cooperation. 
For the Commission. 


Sincerely, 


Harold M. Williams 
Chairman 


In the January Release, the Commission identified the 
development of comprehensive market linkage and 
order routing systems as an important initiative to 


facilitate the development of a national market system. 
In this regard, the Commission stated that it believed 


that communications and data processing 
facilities which link all qualified markets 
and permit orders in qualified securities to 
be transmitted promptly and efficiently from 
brokers or dealers to any qualified market, 
and from one such market to another, are 
necessary to increase the opportunities for 
brokers to secure best execution of their 
customer’s orders, to ensure effective 
competition among qualified markets and to 
achieve the purposes of a national market 
system established by the Congress in 
Section 11A of the [Securities Exchange] 
Act. 


Because of the importance of market linkage and order 
routing systems to the development of a national 
market system, the Commission believes that, in 
addition to requesting that the self-regulatory 
organizations provide additional information, public 
comment should be solicited with respect to the 
questions raised regarding market linkage and order 
routing systems. Accordingly, interested persons are 
requested to provide written views, data and arguments 
with respect to the particular questions posed in Chair- 
man Williams’s letter to the self-regulatory 
organizations and the various approaches to market 
linkage and order routing which have been advanced 
thus far by certain of those organizations. 


Persons wishing to make submissions should file six 
copies thereof with George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, Room 892, 500 
North Capitol Street, Washingtn, D.C. 20549, not later 
than August 1, 1978. All submissions should refer to 
File No. S7-735 and will be available for public 
inspection at the Commission’s Public Reference 
Room, Room 6101, 1100 L Street, N.W., Washington, 
D.C. For further information, contact George T. Simon, 





4 January Release, supra note 1, at 28-29, 43 FR 4358. 


5 These approaches, discussed in Chairman Williams’ 
letter, are set forth in submissions filed by various 
self-regulatory organizations. These submissions are 
contained in Commission File No. S7-735 and are 
available for public inspection in the Commission’s 
Public Reference Room. 
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Division of Market Regulation, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202) 755-1388. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14886/June 23, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NATIONAL SECURITIES CLEARING CORPORA- 
TION (File No. SR-NSCC-78-7) 


National Securities Clearing Corporation (“NSCC”) 
submitted on June 13, 1978, a proposed rule change, 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934, amending certain rules of the ASECC 
Division of NSCC for the clearance and settlement of 
transactions executed via the Intermarket Trading 
System (ITS). 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 26, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NSCC-78-7. 


Copies of the submission, with accompanying exhibits 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commis- 
sion’s Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14887/June 23, 1974 


NOTICE OF FILING OF PROPOSED RULE CHANGE — 


BY NATIONAL SECURITIES CLEARING CORPORA- 
TION (File No. SR-NSCC-78-8) 


National Securities Clearing Corporation submitted on 
June 12, 1978, a proposed rule change, pursuant to 
Rule 19b-4 under the Securities Exchange Act of 1934, 
concerning the clearance and settlement of 
transactions executed via the Intermarket Trading 
System (ITS). 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 26, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NSCC-78-8. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room 1100 L Street, 
N.W. Washington, D.C. Copies of the filing will also be 
available at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14888/June 23, 1978 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY BRADFORD SECURITIES PROCESSING 
SERVICES, INC. (File No. SR-BSPS-78-2) 


Bradford Securities Processing Services, Inc. (“BSPS”) 
submitted on June 7, 1978, a proposed rule change 
providing for the conversion of BSPS’s facility in 





Birmingham, Alabama from a correspondent facility 
to a branch office. The Birmingham branch office’s 
operating procedures will be similar to those for other 
BSPS branch offices previously approved by the 
Commission. (Securities Exchange Act Release No. 
12915, October 21, 1976). 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereunder. At 
any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate the rule change if it appears to the 
Commission that such action is necessary or 
appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes 
of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 26, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSPS-78-2. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 


be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14889/June 23, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE DEPOSITORY TRUST COMPANY (File No. 
SR-DTC-78-9) 


The Depository Trust Company (“DTC”) submitted on 
June 12, 1978, a proposed rule change, pursuant to 


Rule 19b-4 under the Securities Exchange Act of 1934, 
to expand the existing interface between DTC and New 
England Securities Depository Trust Company 
(““NESDTC’’) by authorizing DTC to become a 
participant in NESDTC. DTC has requested that the 
Commission approve the proposed rule change prior to 
the thirtieth day after publication in the Federal 
Register. 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 26, 
1978. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-DTC-78-9. 


Copies of the submission, with accompanying 
exhibits, and of all written comments will be available 
for public inspection at the Securities and Exchange 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing will also 
be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14890/June 23, 1978 


In the Matter of 


BOSTON STOCK EXCHANGE CLEARING CORPORA- 
TION (“BSECC”) 


(SR-BSECC-78-1) 

ORDER APPROVING PROPOSED RULE CHANGE 

On June 1, 1978, BSECC filed with the Commission, 
pursuant to Section 19(b)(1( of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 


19b-4 thereunder, copies of a proposed rule change 
that would change the time period during which 
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BSECC participants deliver securities to BSECC. The 
purpose of the proposed rule change is to extend the 
time period during which participants can deliver stock 
to BSECC and to give BSECC additional time to 
process those deliveries. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14841, June 
9, 1978) and by publication in the Federal Register (43 
FR 26164, June 16, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to clearing 
agencies, and in particular, the requirements of 
Section 17A and the rules and regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after the 
date of publication of the notice of filing thereof. 
Currently, BSECC does not have sufficient time to 
process easily all deliveries of securities made by its 
participants prior to certain deadlines. As a result 
BSECC participants may have to obtain financing for 
transactions not settled because they are not 
processed in time. The proposed rule change, by giving 
BSECC more time to process deliveries, will reduce 
BSECC participants’ financing charges and reduce the 
number of fails to deliver by BSECC participants. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14891/June 23, 1978 
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An order has been issued granting the application 
submitted by the Standard-Pacific Corp. to withdraw 
its common stock (par value $.25) from listing and 
registration on the American Stock Exchange, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14892/June 23, 1978 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(SR-NASD-78-2) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 29, 1978, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b)/1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) 
(the “Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change which would provide investors 
with a simple and inexpensive procedure for the 
arbitration of small claims against member firms. The 
proposed rule would provide for determination by a 
single arbitrator knowledgeable in securities matters of 
disputes between brokerage firms and customers 
involving amounts not exceeding $2,500. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14671, April 
17, 1978) and by publication in the Federal Register (43 
FR 17427, April 24, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and were 
made available to the public at the Commission’s 
Public Reference Room. 





1 On June 20, 1978 the NASD filed with the 
Commission an amendment to its proposed rule 
change clarifying its provisions with respect to the 
composition of arbitration panels and defining the term 
“related counterclaim.” 





The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
NASD, and in particular, the requirements of Section 
15A and the rules and regulations thereunder. The 
proposed rule change will provide a more effective, 
efficient and economical dispute resolution system for 
public investors with small claims and thus will protect 
investors and the public interest. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14893/June 26, 1978 


Admin. Proc. File No. 3-5342 
In the Matter of 


MULLANEY, EATON & COMPANY 
1111 West Touhy Avenue 
Des Plaines, Illinois 60018 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, 1 Mullaney, Eaton, & Company 
(“Mullaney Eaton”), a registered broker-dealer, failed 
to answer the order that instituted these proceedings 
and is therefore in default.2 


On the basis of the order instituting these proceedings, 
it is found that Mullaney Eaton wilfully violated 
Sections 10(b), 15(b), 15(c)(3), and 17(a) of the 





1 in the Matter of Mullaney Eaton & Company, et al. 
instituted November 15, 1977. 


2 Rule 7(e) of the Commission’s Rules of practice 
provides that the allegations in that order may be 
deemed true as to a defaulting respondent. 


Securities Exchange Act and Rules 10b-5, 15b3-1, 
15c3-1, 17a-3, and 17a-4 thereunder; and wilfully aided 
and abetted violations of Section 10(b) of the 
Securities Exchange Act and Rule 10b-5 thereunder, 
and failed reasonably to supervise persons under its 
supervision with a view to preventing the violations 
alleged in Paragraphs B through G of Section Il of the 
order for proceedings. 


In view of the foregoing, it is in the public interest to 
revoke Mullaney Eaton’s broker-dealer registration. 


Accordingly, IT |S ORDERED that the registration as a 
broker and dealer of Mullaney, Eaton & company be, 
and it hereby is revoked. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14894/June 26, 1978 


Admin. Proc. File No. 3-5472 
In the Matter of 


ROBERT S. GIBSON 
5377 Copley Square 
Grand Blanc, Michigan 48439 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS 


The Commission deems it necessary that public 
proceedings pursuant to Sections 15(b) and 19(h) of 
the Securities Exchange Act of 1934 be instituted 
against Robert S. Gibson, a person formerly 
associated with a registered broker-dealer as a 
securities salesman, alleging violations of Section 
10(b) of the Securities Exchange Act and Rule 10b-5 
thereunder (17 C.F.R. 204.10b-5), in connection with 
unauthorized transactions in customers’ accounts; 
sale of customer-owned and fully-paid for securities 
without the consent or knowledge of such customers 
and the obtaining of the proceeds of sale for his own 
use and benefit; and conversion to his own use of 
customer funds intended for the purchase of 
securities, which were not purchased. 





In connection with this administrative proceeding, 
Robert S. Gibson has submitted an offer of settlement 
which the Commission has determined to accept. 


In that offer and solely for the purpose of these 
proceedings and any other proceedings pursuant to 
specified sections of the Exchange, Securities, 
Investment Advisers, Investment Company and 
Securities Investor Protection Acts, and without 
admitting or denying the finding herein, respondent 
consents to the finding and sanctions set forth below. 


Accordingly, IT IS ORDERED that proceedings 
pursuant to Sections 15(b) and 19(h) of the Securities 
Exchange Act be, and they hereby are, instituted. 


On the basis of the order for proceedings and the offer 
of settlement, it is found that Robert S. Gibson 
willfully violated Section 10(b) of the Securities 
Exchange Act and Rule 10b-5 thereunder as alleged. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offer of 
settlement. 


Accordingly, IT |S ORDERED that Robert S. Gibson be, 
and he hereby is, barred from association with any 
broker, dealer, investment company or investment 
adviser, effective at the opening of business on the 
second Monday after the date of this order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14895/June 26, 1978 


An order has been issued granting the application 
submitted by the American Stock Exchange, Inc. to 
strike from listing and registration the common stock 
(par value $.10) of Electronic Research Associates, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14896/June 26, 1978 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-78-4) 
ORDER APPROVING PROPOSED RULE CHANGE 


On May 15, 1978, the Philadelphia Stock Exchange, 
Inc. (“PHLX”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”), and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would provide investors with a simple and inexpensive 
procedure for the arbitration of small claims against 
member firms. The proposed rule would provide for 
determination by a single arbitrator knowledgeable in 
securities matters of disputes between brokerage firms 
and customers involving amounts not exceeding 
$2,500. 1 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission release 
(Securities Exchange Act Release No. 14770, May 16, 
1978) and by publication in the Federa/ Register (43 FR 
22117, May 23, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and were 
made available to the public at the Commission’s 
Public Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
PHLX, and in particular, the requirements of Section 6 
and the rules and regulations thereunder. The 
proposed rule change will provide a more effective, 
efficient and economical dispute resolution system for 
public investors with small claims and thus will protect 
investors and the public interest. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 





1 The proposed rule also provides. a procedure for 
interposing related counterclaims. The term “related 


counterclaim” is to be defined as related to the 
customer’s account(s) with an Exchange member or 
member organization; the clarification will be reflected 
in the stated policies, practices or interpretations of 
the exchange, as well as in the arbitration booklet to be 
distributed to public investors. 





For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14897/June 27, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5939/June 27, 1978 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14898/June 27, 1978 


In the Matter of 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-78-7) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
PHILADELPHIA STOCK EXCHANGE, INC. 


On May 4, 1978, the Philadelphia Stock Exchange, Inc. 
(“PHLX”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of an amended proposed rule 
change which alters paragraph (i) and commentary.03 
of PHLX Rule 1014 to provide that registered options 
traders (“ROT’s”) assume affirmative obligations in 
non-assigned option classes whenever present in the 
trading crowd or called by a floor official to participate 
in the market for any such class of options. 


Notice of the amended proposed rule change, together 
with the terms of substance of the proposal, was given 
by publication of a Commission Release (Securities 
Exchange Act Release No. 14739, May 5, 1978) and by 
publication in the Federal Register (43 FR 20067, May 


10, 1978). All written statements with respect to the 
proposed rule change which were filed with the 
Commission and all written communications relating 
to the proposed rule change between the Commission 
and any person were considered and (with the 
exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the pete at the Commission’s Public 
Reference Room. 


The principal purpose of SR-PHLX-78-7 is to qualify 
trading by ROT’s in non-assigned option classes for 
the exemption to Section 11(a)(1)2 of the Act set forth 
in paragraph (A) thereunder. That paragraph exempts 
from the trading prohibition of Section 11(a)(1) “any 
transaction by a dealer acting in the capacity of a 
market maker.” Section 3(a)(38) of the Act defines 
“market maker” as “any specialist permitted to act as a 
dealer, any dealer acting in the capacity of block 
positioner, and any dealer who, with respect to a 
security, holds himself out (by entering quotations in 
an inter-dealer communications system or otherwise) 
as being willing to buy and sell such security for his 
own account on a regular or continuous basis.” 


In an earlier release on Section 11(a) of the Act, the 
Commission addressed, among other things, the 
ability of floor members on options exchanges to 
qualify their proprietary options transactions for the 
exemption in Section 11(a)(1)(A).3 The Commission 
observed that such floor members (a category which 
includes members identified as market makers, 
specialists, and ROT’s) generally are subject to both 
affirmative and negative obligations while effecting 
principal transactions on the respective exchange 
options floors in any class of listed options. To the 
extent that options floor members assumed those 
obligations when trading in any options class, the 





1 No comments were received in response to the notice 
of filing published for SR-PHLX-78-7. 


2 Section 11(a)(1) of the Act provides that it shall be 
unlawful for any member of a national securities 
exchange to effect any transaction on such exchange 
for its own account, the account of an associated 
person, or an account with respect to which it or an 


associated person therefore exercises investment 
discretion. Paragraphs (A) thru (G) under Section 
11(a)(1) specify certain exemptions to the foregoing 
prohibitions. 


3 See Securities Exchange Act Release No. 14563 
(March 14, 1978), 43 FR 11542 (March 17, 1978), 11551. 





Commission viewed that activity as specialist trading, 
consistent with the first part of the definition of a 
market maker under Section 3(a)(38), and therefore 
qualified under the exemption provided in Section 
11(a)(1)(A).4 The Commission noted, however, that 
ROT’s on the PHLX were not subject to affirmative 
obligations in their transactions outside their assigned 
classes and accordingly, such trading would not fall 
within the market maker exemption to Section 
14(a)(1).5 The amendatory material in SR-PHLX-78-7 
is intended to remedy this situation. 


To the extent that SR-PHLX-78-7 imposes affirmative 
obligations upon ROT’s trading in non-assigned 
options classes and such members fulfill those 
obligations and applicable negative obligations, the 
Commission believes that such trading by PHLX ROT’s 
would appear to qualify for the market maker 
exemption specified in Section 11(a)(1)(A) of the Act. 
The Commiss' n finds, moreover, that the proposed 
rule change, aS amended, is consistent with the 
requirements of the Act including Section 11(a).6 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








4 Id., Footnote 69. Exchange Act Rule 11b-1 [17 CFR 
240.11b-1] regulates the conduct of specialists and 
requires that exchange members who register as 
specialists be subject to affirmative and negative 
obligations in connection with their trading in that 
Capacity. 


5 See note 4 supra. 


6 Legislation was recently enacted to delay full 
effectiveness of Section 11(a) from May 1, 1978 to 
February 1, 1979. See Pub. L. 95-283, 95th Cong. 2d. 
Sess. (1978). 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14899/June 27, 1978 


In the Matter of 
BUNKER RAMO 
GTE INFORMATION SYSTEMS INC. 


OPTIONS PRICE REPORTING AUTHORITY 


File No. 4-280 


ORDER EXTENDING THE TIME PERIOD WITHIN 
WHICH INTERESTED PERSONS MAY RESPOND TO 
ISSUES RAISED BY THE COMMISSION’S REVIEW OF 
THE DISPUTE BETWEEN THE OPTIONS PRICE 
REPORTING AUTHORITY AND TWO VENDORS, 
BUNKER RAMO CORPORATION AND GTE INFORMA- 
TION SYSTEMS INCORPORATED. 


On May 19, 1978, the Commission announced that it 
was initiating a review, pursuant to Section 11A(b)(5) 
of the Securities Exchange Act of 1934 (the “Act”), of 
the dispute between the Options Price Reporting 
Authority (“OPRA”) and two vendors, Bunker Ramo 
Corporation (“Bunker Ramo”) and GTE Information 
Systems Incorporated (‘“‘GTE”).’ The final date for 
interested persons to respond to the issues raised by 
this review was announced as June 23, 1978. 


On June 22, 1978, counsel to the Associated Press 
requested that the Commission extend the time within 
which submissions could be filed until July 14, 1978. 
While no other formal requests for an extension of time 
have been received, the Commission’s staff also has 
received informal inquiries concerning whether the 
comment period might be extended. 


The Commission believes a three week extension of the 
period for filing submissions would be appropriate to 
provide interested persons sufficient time to address 
adequately the issues presented by this matter and to 
provide the Commission with the benefit of those 
views in reaching its determination. 


Accordingly, the Commission hereby extends to July 
14, 1978, the time period within which interested 





1 Order Extending the Duration of a Temporary Stay for 
a Period of 120 Days and Initiating Review of Whether 
an Exclusive Processor May Charge an Access Fee; 
Notice of Oral Hearing, Securities Exchange Act 
Release No. 14784 (May 19, 1978). 





persons may respond to the issues set forth in the May 
19, 1978 Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release no. 14900/June 28, 1978 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
55 Water Street 

New York, New York 10041 
(SR-NYSE-78-13) 


ORDER APPROVING PROPOSED RULE CHANGE 


On March 6, 1978, the New York Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934, 15 
U.S.C. 78(s)(b)(1) (the “‘Act’) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
amends their rules governing margin requirements for 
shelf-registered, control or restricted securities. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14672, April 
17, 1978) and by publication in the Federal Register (43 
FR 17429, April 18, 1978). All written statements with 
respect to the proposed rule change which were filed 
with the Commission and all written communications 
relating to the proposed rule change between the 
Commission and any person were considered and (with 
the exception of those statements or communications 
which may be withheld from the public in accordance 
with the provisions of 5 U.S.C. §552) were made 
available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the 
requirements of Section 6, and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14901/June 28, 1978 


Admin. Proc. File No. 3-5466 
In the Matter of 


INTERNATIONAL POSTAL SYSTEMS, INC. 
915 South Gloster 
Tupelo, Mississippi 


(84-897) 


ORDER POSTPONING EFFECTIVE DATE OF REGIS- 
TRATION 


These are proceedings under Section 17A(c)(3)(A) of 
the Securities Exchange Act to determine whether or 
not an application filed by International Postal 
Systems, Inc. for registration as a transfer agent 
should be denied. The question now before us is 
whether it is necessary or appropriate in the public 
interest or for the protection of investors to postpone 
the effective date of applicant’s registration pending 
final determination of the denial issue. Pursuant to the 
procedure specified in Section 17A(c)(3)(B) of the Act, 
our Division of Enforcement submitted an affidavit and 
presented argument at a hearing before us on the 
postponement issued. Although applicant was offered 
an opportunity to submit an affidavit and appear at the 
hearing, it did neither. ! 


The order for proceedings alleges that, during the 
period from December 1975 to June 1978, applicant 





1 Pursuant to Section 17A(c)(3)(B) of the Act, our order 
instituting these proceedings postponed the effective 
date of International’s registration for 15 days. 





willfully violated the provisions of Sections 17, 17A(c) 
and 17A(d) of the Act and Rules 17Ac2-1, 17Ad-6 and 
17Ad-7 thereunder, and that it is unable to comply with 
these provisions. 


According to the affidavit filed by the Division in 
support of those allegations, applicant effected the 
transfer of its own shares although it was not 
registered as a transfer agent as required. The affidavit 
further states that applicant filed a registration 
application in May 1978 which contained misstate- 
ments to the effect that applicant was audited by an 
independent public accountant, that it had not 
previously performed the functions of a transfer agent, 
that it had not issued stock certificates during certain 
periods, and that none of its securities were “out of 
proof.”* Finally, the Division’s affidavit asserts that 
applicant failed to make, keep current, and retain 
certain required records, and that it lacks both the 
requisite information to do so and the information 
necessary to prepare and file an accurate registration 
application. 


We consider it inconsistent with the public interest to 
permit applicant’s registration to become effective 
until the charges against it are resolved. Under the 
circumstances, including the recitals in the Division’s 
affidavit in support of those charges and applicant’s 
failure to rebut them, we shall postpone the effective 
date of applicant’s registration pending final 
determination of the issue of whether such registration 
should be denied. 


Accordingly, IT IS ORDERED that the effective date of 
registration as a transfer agent of International Postal 
Systems, Inc. be, and it hereby is, postponed until 
final determination of the issue of whether such 
registration should be denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








2 An “out of proof” condition is one in which “the total 
number of all securities reflected in the stockholder or 
debtholder records differs from the total number of 
shares or debt securities issued and outstanding 
pursuant to corporate action.” 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 14902/June 28, 1978 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY MIDWEST STOCK 
EXCHANGE, INC. File No. SR-MSE-78-16 


The Midwest Stock Exchange, Inc. (“MSE”) submitted, 
on June 23, 1978, a proposed rule change under Rule 
19b-4 which amends Article |, Rule 3 of the MSE Rules 
to provide that a transfer fee of $200 plus 10% of the 
purchase price (with a maximum of $1,000) shall be 
payable to the Exchange in connection with certain 
transfers of membership. The current fee for the 
affected transfers is $1,000. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 (the “Act’”’). At any time within 
sixty days of the filing of such proposed rule change, 
the Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of July 3, 1978. 
In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 


* Commission, 500 North Capitol Street, Washington, 


D.C. 20549. Reference shouldbe made to File No. 
SR-MSE-78-16. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those which 
may be withheld from the public in accordance with the 
provisions of 5 U.S.C. §552, will be available for 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W. Washington, 
D.C. 





For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14903/June 28, 1978 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10006 


(SR-NYSE-77-33) 
ORDER APPROVING PROPOSED RULE CHANGE 


On November 17, 1977, the New York Stock Exchange, 
Inc. (“NYSE”) filed with the Commission, pursuant to 
Section 19(b)(1) of the Securities Exchange Act of 
1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 19b-4 
thereunder, copies of a proposed rule change which 
would authorize the NYSE Board of Directors to 
impose charges on its members and member 
organizations to reimburse the NYSE for regulatory 
oversight services that the NYSE provides to its 
membership. On January 19, 1978, the NYSE 
submitted an amendment to the proposed new rule 
(Rule 129) which sets forth the amount of the fee (12 
cents for each round lot purchase and sale) established 
by the Board of Directors. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-14412, 
January 25, 1978) and by publication in the Federal 
Register (43 FR 4300, February 1, 1978).' All written 





1 Notice of the remaining portion of SR-NYSE-77-33, 
which proposed amendments to rules governing the 
comparison, clearance and settlement of exchange 
transactions was given in Securities Exchange Act 
Release No. 34-14279, December 15, 1977 (42 F.R. 
63979, December 21, 1977). The majority of these 
proposed rule changes were approved by Securities 
Exchange Act Release No. 14636, April 7, 1978 (43 F.R. 
15819, April 14, 1978), and the remaining proposed 
amendments are currently under consideration. 


statements with respect to the proposed rule change 
which were filed with the Commission and all written 
communications relating to the proposed rule change 
between the Commission and any person were 
considered and (with the exception of those 
statements or communications which may be withheld 
from the public in accordance with the provisions of 5 
U.S.C. §552) were made available to the public at the 
Commission’s Public Reference Room. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in 
particular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20601/June 26, 1978 


In the Matter of 
NORTHEAST UTILITIES 


WESTERN MASSACHUSETTS ELECTRIC COMPANY 
West Springfield, Massachusetts 


THE CONNECTICUT LIGHT AND POWER COMPANY 


THE HARTFORD ELECTRIC LIGHT COMPANY 
Berlin, Connecticut 


HOLYOKE WATER POWER COMPANY 
Holyoke, Massachusetts 


(70-6167) 





ORDER AUTHORIZING ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND COMMERCIAL 
PAPER TO DEALER, EXCEPTION FROM COMPETI- 
TIVE BIDDING, AND CAPITAL CONTRIBUTIONS AND 
OPEN ACCOUNT ADVANCES BY HOLDING COM- 
PANY TO SUBSIDIARIES 


Northeast Utilities (“NU”), a registered holding 
company, and The Connecticut Light and Power 
Company (“CL&P’’), The Hartford Electric Light 
Company (“HELCO”), Western Massachusetts Electric 
Company (“WMECO”), and Holyoke Water Power 
Company (“HWP”), public-utility subsidiary com- 
panies of NU, have filed a declaration and amendments 
thereto with this Commission pursuant to Sections 
6(a), 7, and 12(b) of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rules 45 and 50(a)(5) 
promulgated thereunder regarding the following 
proposed transactions. 


Declarants propose to issue, from time to time through 
June 30, 1979, short-term notes to a number of banks 
and commercial paper to a dealer in commercial paper. 
The aggrégate amount of all such short-term 
indebtedness at any time outstanding, whether issued 
to banks or to a dealer in commercial paper, will not 
exceed $15,000,000 in the case of NU, and in the cases 
of CL&P, HELCO, WMECO, and HWP aggregate 
amounts of $150,000,000, $35,000,000, $40,000,000 and 
$6,000,000, respectively. CL&P, HELCO, and WMECO 
each have authorization from the holders of their 
respective preferred stocks to issue securities 
representing unsecured indebtedness up to a 
maximum of 20% of their respective capitalizations not 
later than March 31, 1979, in the case of CL&P and 
HELCO and February 10, 1979, in the case of WMECO. 
CL&P, HELCO, and WMECO presently intend to seek 
an extension of the 20% limitation. 


Declarants’ outstanding short-term notes to banks and 
to a dealer in commercial paper as of March 31, 1978, 
the amount of such short-term borrowings anticipated 
to be outstanding as of June 30, 1978, and the 
maximum aggregate amount of such short-term notes 
to be outstanding at any one time at or prior to June 30, 
1979, are as follows: 


(In thousands) 


Commercial 
Paper 
3/31/78 


Bank Notes 
3/31/78 
NU $ 5,800 $ 4,600 
CL&P 21,900 0 
HELCO 27,800 0 
WMECO 0 12,000 
HWP 0 0 


3/31/78 


(1) Reflects the effect of the sale by HELCO of 
$40,000,000 of first mortgage bonds in April 1978. 


The notes issued to banks by the declarants will each 
be dated the date of issue, will have maximum maturity 
dates of nine months with right of renewal, will bear 
interest at the prime rate or at the prime rate plus a 
fraction thereof, will be issued no later than June 30, 
1979, and will be subject to prepayment at any time at 
the declarant’s option without premium. The 
companies have credit lines with a number of banks 
subject in some cases to commitment fees and/or 
compensating balance requirements. The effective rate 
of interest on the bank note ranges from 9.33% to 
10.31% per annum, assuming a prime rate of 8-1/4%. 


Commercial paper will be issued by each declarant in 
the form of short-term promissory notes in 
denominations of not less than $50,000 and not more 
than $1,000,000, of varying maturities, with no maturity 
more than 270 days after the date of issue, and will not 
be repayable prior to maturity. The commercial paper 
will be sold directly to a dealer in commercial paper, at 
the discount rate per annum prevailing at the date of 
issuance for commercial paper of comparable quality 
and of the particular maturity. No commercial paper 
shall be issued having a maturity of more than 90 days 
at an effective interest cost to the company in excess 
of the effective bank interest rate at which the company 
could obtain loans from banks in an amount at least 
equal to the principal amount of such commercial 
paper. No commission or fee will be payable in 
connection with the issuance and sale of the 
commercial paper. The purchasing dealer, as principal, 
will reoffer the commercial paper to_ institutional 
investors at a discount of not more than 1/8 of 1% per 
annum less than the prevailing discount rate to the 
declarant. 


The commercial paper will be reoffered to not more 
than 200 identified and designated customers in a list 
(nonpublic) prepared for each company in advance by 
the purchasing dealer. No additions will be made to 
this customer list. It is anticipated that the commercial 
paper will be held by customers to maturity, but if such 
customers desire to resell prior to maturity, the 


Proposed Maxi- 
mum Outstanding 
at Any One Time 
7/1/78-6/30/79 


Total Anticipated 


6/30/78 


$10,400 $ 9,500 
21,900 53,000 
27,800 0! 
12,000 15,400 

0 0 


$ 15,000 
150,000 
35,000 
40,000 
6,000 


’ Reflects the effect of the sale by HELCO of $40,000,000 of first mortgage bonds in April 1978. 





purchasing dealer, pursuant to a verbal repurchase 
agreement, will repurchase the commercial paper and 
reoffer the same to others in the group of 200 
customers. 


The new funds to be derived by NU from the issuance 
and sale of the bank notes and commercial paper are 
proposed to be used (1) to make a capital contribution 
during the period from July 1, 1978, to June 30, 1979, 
to Northeast Nuclear Energy Company (“NNEC”), an 
electric utility subsidiary of NU, in an amount not to 
exeed $6,000,000, (2) to make open account advances 
during the period from July 1, 1978, to June 30, 1979, 
to HWP and to The Quinnehtuk Company, 
wholly-owned subsidiaries of NU, in amounts not to 
exceed in the aggregate $5,000,000 and $2,500,000, 
respectively, and (3) to supply funds as needed to other 
subsidiary companies as heretofore or hereafter 
authorized by the Commission. All capital contribu- 
tions to subsidiaries will be credited to their capital 
surplus accounts. NNEC will apply such contribution, 
together with other funds available to it, for nuclear 
fuel financing during 1978 and 1979. Total expenditures 
for nuclear fuel in 1978 and 1979 are estimated to be 
$89,600,000. The funds to be derived by CL&P, HELCO, 
WMECO, and HWP from the issuance and sale of the 
bank notes and the commercial paper will be applied, 
together with other funds available to these 
companies, to finance their respective construction 
expenditures in 1978 and 1979, which are estimated to 
be $255,000,000, $107,800,000, $63,000,000, and 
$922,000, respectively. It is anticipated that HWP will 
commence the installation of a second hydro unit at 
its facility on the Connecticut River in 1979; however, 
the construction costs have not as yet been finalized. 


Declarants request exception from the competitive 
bidding requirements of Rule 50 for the proposed issue 
and sale of the commercial paper pursuant to 
paragraph (a)(5) thereof on the grounds that it is not 
practicable to invite competitive bids for commercial 
paper and that current rates for commercial paper for 
prime borrowers such as declarants are published daily 
in financial publications. Declarants also request 
authority to file certificates of notification under Rule 
24 with respect to the issuance and sale of commercial 
paper within 30 days after the end of each calendar 
quarter. 


No state or federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been 
‘given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20559), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 


thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, 
except that the time for filing the certification 
thereunder with respect to the commercial paper is 
extended as requested so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20602/June 27, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5939/June 27, 1978 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20603/June 27, 1978 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 


(70-4397) 


ORDER AUTHORIZING INCREASE IN GUARANTIES 
OF LOANS TO A NON-AFFILIATED COAL SUPPLIER 


Jersey Central Power & Light Company (“Jersey 
Central”), an electric utility subsidiary company of 
General Public Utilities Corporation, a registered 
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holding company, has filed with this Commission a 
tenth post-effective amendment to its declaration 
previously filed and amended in this matter pursuant to 
Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act”) concerning the following 
proposed transactions. 


Jersey Central owns, as a tenant in common with six 
other non-affiliated electric utilities, an electric 
generating station known as the Keystone Steam 
Electric Station (“Keystone”), which is located in the 
vicinity of Johnstown, Pennsylvania. The owners each 
have an interest, proportionate to their ownership, in 
the electric energy output of Keystone. Jersey 
Central’s interest in Keystone is 16.67%. Keystone is 
adjacent to certain coal lands (“Keystone Properties”) 
of Rochester & Pittsburgh Coal Company (“R&P”), a 
non-affiliated company which is the principal supplier 
of coal for Keystone. 


By orders dated August 1, 1966, Aprii 19, 1972, and 
December 29, 1972 (HCAR Nos. 15533, 17548 and 
17835), this Commission authorized Jersey Central to 
guarantee a portion of certain borrowings made by 
R&P. By order dated February 19, 1976 (HCAR No. 
19394), this Commission authorized certain changes in 
the terms of the guaranty of the loan to R&P. By order 
dated March 24, 1976 (HCAR No. 19441), this 
Commission authorized Jersey Central to consent to 
the release of certain properties from the lien of the 
mortgage securing the loans to R&P. 


By its tenth post-effective amendment filed in this 
proceeding Jersey Central states that R&P now desires 
to obtain new financing (the “1978 Loans”) in the 
amount of $33,000,000, such amount being required by 
R&P to finance the further development and equipping 
of the Keystone Properties, including reimbursement 
to R&P for expenditures previously made by it for such 
purposes. The 1978 loans are in addition to $18,000,000 
in loans made in 1973 (the “1973 Loans”) and are to 
consist of (1) an $8,000,000 loan bearing interest at 
8-3/4% per annum from Manufacturers Hanover Trust 
Company (“Manufacturers”), maturing in amounts of 
$1,000,000 in the years 1978 and 1979, $1,500,000 in 
1980, $2,000,000 in 1981 and $2,500,000 in 1982, and 
providing for optional prepayment without penalty; (2) 
a $12,500,000 loan from Mutual Benefit Life Insurance 
Company (‘Mutual Benefit”) bearing interest at 
9-1/4% per annum, maturing in amounts of $1,000,000 
in the years 1983 through 1986, $1,500,000 in the years 
1987 through 1990 and $2,500,000 in 1991, and 
providing for prepayment, subject to certain 
restrictions, at a premium commencing at 9-1/4% of 
the principal amount in 1983 and declining each year 
thereafter; and (3) a $12,500,000 loan from The 
Equitable Life Assurance Society of the United States, 
having the same interest, maturity and prepayment 
terms as the $12,500,000 loan from Mutual Benefit. The 
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1978 Loans will be secured by the mortgage from R&P 
to Manufacturers dated as of July 29, 1966, as 
supplemented and amended, equally and propor- 
tionally with the 1973 Loans. A commitment fee of 1/2 
of 1% per annum of the principal amount of the 1978 
Loans from October 1, 1977, to the date on which the 
loans are made will be paid by R&P to the Lenders. 


In order to maintain R&P as a viable source of coal 
supply for Keystone, the Keystone owners, including 
Jersey Central, propose to guarantee, severally and not 
jointly, in proportion to their respective interests in 
Keystone, payment of the promissory notes of R&P 
evidencing the 1978 Loans. 


It is stated that R&P is considering a transfer of the 
Keystone Properties to a wholly-owned subsidiary (the 
“Keystone Subsidiary”) of R&P to be created for the 
sole purpose of acquiring the Keystone Properties and 
mining coal therefrom for sale to the Keystone owners. 
Under the terms of the 1978 Loan agreements, upon 
such transfer the Keystone Subsidiary would be 
required to assume the obligations of R&P under the 
1978 Loan agreements, the loan agreement with 
respect to the 1973 Loans and the respective notes 
issued pursuant thereto, and R&P would be relieved of 
its obligations thereunder. The terms of the 1978 Loan 
agreement require that upon such transfer the 
Keystone owners guarantee the obligations of the 
Keystone Subsidiary under the 1978 Loan agreements, 
the 1973 Loan agreement and the respective notes 
issued thereunder on the same basis as the Keystoned 
owners had guaranteed the obligations of R&P under 
those documents. 


Such transfer fo the Keystone Properties by R&P to the 
Keystone Subsidiary and such guarantee by the 
Keystone owners of the obligations of the Keystone 
Subsidiary is subject to the approval of the Keystone 
owners. Such approval has not been given and Jersey 
Central does not know at this time whether it will be 
given. Jersey Central rquests that this Commission 
reserve jurisdiction with respect to a guaranty of the 
obligations of the Keystone Subsidiary. 


The fees and expenses to be incurred by Jersey Central 
in connection with the proposed transactions are 
estimated at $5,000, including legal fees of $3,000. The 
Board of Public Utilities of the State of New Jersey has 
authorized the proposed transactions with respect to 
Jersey Central and two other Keystone owners. No 
other state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transactions. 


Due notice of the filing of said post-effective 
amendments to the declaration has been given in the 
manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 20439), and no hearing has been 





requested of or ordered by the Commission. Upon the 
basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended by said post-effective amendments, be, 
and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act and 
subject further to the reservation of jurisdiction 
ordered below. 


IT iS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to a guaranty of the 
obligations of a Keystone Subsidiary. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20604/June 27, 1978 


In the Matter of 


MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue 
Fairmont, West Virginia 26554 


THE POTOMAC EDISON COMPANY 
Downsville Pike 
Hagerstown, Maryland 21740 


WEST PENN POWER COMPANY 
800 Cabin Hill Drive 
Greensburg, Pennsylvania 15601 


(70-6179) 

NOTICE OF PROPOSAL TO ISSUE PROMISSORY 
NOTES TO COUNTY IN CONNECTION WITH 
FINANCING OF POLLUTION CONTROL FACILITIES 


NOTICE IS HEREBY GIVEN that Monongahela Power 
Company (“Monongahela”), The Potomac Edison 


Company (“Potomac Edison”) and West Penn Power 
Company (“West Penn”), all of which are electric utility 
subsidiaries of The Allegheny Power System, Inc., a 
registered holding company, have filed an application- 
declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”), 
designating Sections 6(a) and 7 of the Act and Rule 50 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, 
for a complete statement of the proposed transactions. 


Monongahela, Potomac Edison and West Penn 
(collectively “the Companies”) propose to engage in a 
second financing of certain air and water pollution 
control facilities and sewage or solid waste disposal 
facilities (‘Facilities’) which are required to meet 
various state and federal air and water quality 
standards at the Pleasants Power Station (“Plea- 
sants”), through the issuance of pollution control 
notes to support pollution control revenue bonds to be 
issued by Pleasants County, West Virginia. Pleasants 
is jointly owned by the Companies with the following 
undivided interests: West Penn—45%, Potomac 
Edison—30%and Monongahela—25%. As of May 31, 
1978, the Companies had spent approximately $90 
million on the Facilities; however, the total cost of 
construction of the Facilities is expected to be $170 
million. 


On November 1, 1977, the Commission issued an order 
(HCAR No. 20239) authorizing the Companies to enter 
into a Pollution Control Financing Agreement dated 
November 1, 1977 (“Agreement”) with Pleasants 
County, West Virginia (“County”). In accordance with 
the Agreement, the County issued separately in 
respect of each Company the County’s Pollutuion 
Control Revenue Bonds, 1977 Series A (“Series A 
Bonds”) pursuant to Trust Indentures dated as of 
November 1, 1977 (“Indentures”) in the aggregate 
principal amount of $92.5 million, which consists of 
$17.5 million, $30 million and $45 million for 
Monongahela, Potomac Edison and West Penn, 
respectively. The Indentures constituted an assign- 
ment to the trustee by the County of all the County’s 
right, title and interest in the Agreement with respect to 
the Companies. Concurrently with the issuance of the 
Series A Bonds, each Company delivered to the trustee 
under the Indentures its nonnegotiable Pollution 
Control Note, 1977 Series A (“Series A Note”) secured 
by a second lien on that Company’s interest in the 
Facilities and certain other property pursuant to a Deed 
to Trust and Security Agreement dated November 1, 
1977 (“Security Agreement”). It is expected that all 
proceeds from the sale of the Series A Bonds will be 
drawn down and applied to payment of the cost of the 
Facilities. 
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To finance the remaining currently projected costs of 
the Facilities, it is now proposed that, pursuant to the 
Agreement, the County issue and sell up to $77.5 
million in additional pollution control revenue bonds 
(“Series B Bonds”). It is expected that the additional 
issue in respect of Monongahela’s interest in Pleasants 
will not exceed $25 million, that the additional issue in 
respect of Potomac Edison’s interest in Pleasants will 
not exceed $21 million, and that the additional issue in 
respect of West Penn’s interest in Pleasants will not 
exceed $31.5 million. 


The County and the trustee under the Indentures will 
enter into a Supplement to each Indenture 
(“Supplemental Indenture”) providing for the Series B 
Bonds in respect of each Company. The Series B 
Bonds will be sold, at such times, in such principal 
amounts, at such interest rates, and for such prices as 
shall be approved by the Companies. Each Company’s 
Series B Bonds will have a maturity of not less than 5 
and not more than 40 years and will have provisions for 
optional and mandatory redemption and for sinking, 
purchase and analagous funds. 


It is proposed that the Series B Bonds (assuming they 
are dated in August 1978) will be subject to 
redemption prior to maturity at the option of the 
County, upon the direction of the Company, in whole 
or in part on any date on or after August 1, 1988, but if 
in part, then in inverse order of maturity and within any 


maturity by lot. The redemption price to be paid in such 
event shall be the amount shown below as a 
percentage of principal amount, plus interest accrued 
to the redemption date: 


Redemption Dates 
(inclusive) Redemption Price 
August 1, 1988 through July 31, 1989 
August 1, 1989 through July 31, 1990 
August 1, 1990 through July 31, 1991 
August 1, 1991 through July 31, 1992 
August 1, 1992 through July 31, 1993 
August 1, 1993 through July 31, 1994 
August 1, 1994 and thereafter 


103% 
102-1/2 
102 
101-1/2 
101 
100-1/2 
100 


In the event the Bonds are not issued in August of 1978 
the first day of the month in which they are issued and 
the last day of the previous month would be 
substituted for August 1 and July 31 in the table and 
the first day of the month of issue 10 years later for 
August 1, 1988. It is also proposed that not less than 
25% of the principal amount of the Bonds in respect of 
each Company will be paid by way of serial maturities 
or will be redeemed through mandatory sinking funds 
prior to stated maturity. 


As provided in the Agreement and the Indentures, each 
Company will be required to deliver to the trustee its 
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Series B Pollution Control Note (“Series B Note”) 
which is, except as to interest rate, maturity, principal 
amount and redemption provisions, substantially 
identical to the Series A Note, to provide revenues to 
the County to meet the debt service requirements on 
the Series B Bonds in respect of that Company. The 
Series B Note for each Company will also be secured 
by a second lien on the company’s interest in the 
Facilities and certain other property pursuant to the 
Security Agreement in respect of each Company and as 
such will not constitute “unsecured debt” within the 
meaning of the provisions of each of the Companies’ 
charters. Each Company also proposes to pay any 
trustee’s fees or other expenses incurred by the 
Company as a result of the issuance of the Series B 
Bonds. 


The Companies will cause the Facilities to be 
completed and the Companies will have complete 
control of the operation of the Facilities and will be 
responsible for the maintenance thereof. 


To the extent that the total cost of the Facilities 
exceeds the proceeds from the Series A and Series B 
Bonds (and any other obligations hereafter issued 
under the Agreement), the Companies will be required 
to pay for completion of the Facilities at their own 
expense. 


It is expected that the County will engage Goldman, 
Sachs & Co. to provide financial advice and, together 
with such other underwriters as may be designated, 
underwrite the sale of the Series B Bonds. Fees, 
commissions and expenses of the underwriters and 
legal counsel will be included in the total cost of the 
Facilities. The Companies have been informed that the 
County has legal authority to issue tax exempt revenue 
bonds in accordance with the proposed documents and 
the Companies understand that legal opinions to that 
effect will be delivered to appropriate parties at, or 
prior to, the closing date. The Series B Bonds may be 
in either coupon or registered form and will bear 
interest semi-annually at rates to be determined. The 
Series B Bonds will be issued pursuant to the 
Supplemental Indentures which will provide for 
redemption, sinking funds, no-call and other 
appropriate provisions to be determined. The 
Supplemental Indenture will also provide that the 
proceeds of the sale of the Series B Bonds by the 
county must be applied to the cost of the Facilities. 


The proceeds to be received by the Companies will be 
added to each of the Companies’ general funds to 
reimburse the treasury of each of the Companies for 
expenditures made or to be made in connection with 
the Facilities. 


In addition, one of the Companies may issue $1 million 
of unsecured notes which would correspond to a 





separate issue of $1 million of the County’s bonds in 
respect of principal amount, interest rates and 
redemption provisions and having installments of 
principal corresponding to any mandatory sinking fund 
payments and stated maturities. 


This issue of bonds would be a distinct offering from 
the Series B Bonds and would be offered before or after 
the Series B Bonds through separate offering 
documents, copies of which will be filed by 
amendment. 


The proceeds from the sale of this series of bonds are 
proposed to be used to reimburse the treasury of the 
Company in respect of which the Bonds are issued for 
the cost of construction of certain other facilities at the 
Pleasants Power Station for which the proceeds of the 
Series B Bonds may not be applied under the terms of 
the Indenture. 


The Companies have been advised that the annual 
interest rate on tax exempt bonds of the type to be sold 
by the County has been approximately 2% lower than 
the interest rate on taxable obligations of comparable 
quality. 


A statement of the fees, commissions and expenses to 
be incurred in connection with the proposed 
transactions will be filed by amendment. Monon- 
gahela’s participation in the proposed transactions is 
subject to the jurisdiction of the West Virginia Public 
Service Commission and the Ohio Public Utilities 
Commission. West Penn’s participation in the 
proposed transaction is subject to the jurisdiction of 
the Pennsylvania Public Utility Commission. Potomac 
Edison’s participation in the proposed transaction is 
subject to the jurisdiction of the Maryland Public 
Service Commission and the State Corporation 
Commission of Virginia. The Air Pollution Control 
Commission of West Virginia has certified that the 
Facilities are being constructed and installed for water 
and air quality purposes. It is stated that no other state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicants-declarants at the above-stated address, 
and proof of service (by affidavit or, in case of an 


attorney at law, by certificate) should be filed with the 
request. At any time after said date, the application- 
declaration, as filed or as it may be amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. persons who request a hearing 
or advice as to whether a hearing is ordered will 
received any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release no. 10289/June 23, 1978 


In the Matter of 

INVESTORS’ GOVERNMENT—GUARANTEED INCOME 
TRUST, GNMA SERIES 1 (AND SUBSEQUENT 
SERIES) 


SEC DOCKET/157 





and 


VAN KAMPEN SAUERMAN INC. 
208 South LaSalle Street 
Chicago, Illinois 60604 


(812-4313) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT GRANTING 
EXEMPTIONS FROM THE PROVISIONS OF SECTIONS 
14(a) AND 22(d) OF THE ACT AND FROM RULES 19b-1 
AND 22c-1 UNDER THE ACT AND PURSUANT TO 
SECTION 11(a) OF THE ACT TO PERMIT AN OFFER 
OF EXCHANGE. 


NOTICE IS HEREBY GIVEN that Investors’ Govern- 
ment—Guaranteed Income Trust, GNMA Series 1 (and 
Subsequent Series) (“Trust”), a unit investment trust 
registered under the Investment Company Act of 1940 
(“Act”) and its Sponsor, Van Kampen Sauerman Inc., 
(“Sponsor”) (hereinafter the Sponsor and the Trust are 
referred to collectively as “Applicants”), have filed an 
application on May 17, 1978, and amendments thereto 
on May 23, May 31, June 8 and June 20, 1978, for an 
order of the Commission (a) pursuant to Section 6(c) of 
the Act exempting the Applicants from the provisions 
of Sections 14(a) and 22(d) of the Act, and Rules 19b-1 
and 22c-1 under the Act, and (b) pursuant to Section 11 
of the Act permitting the Trust to offer its Units at net 
asset value plus a fixed dollar sales charge pursuant to 
a conversion option. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


GNMA Series 1 of the Trust is a unit investment trust, 
and is the first of a series of similar but separate trusts 
which the Sponsor intends to form (hereinafter all such 
subsequent Series are collectively referred to as the 
“Series”). The Series will be created under the laws of 
the Commonwealth -f Massachusetts pursuant to 
separate trust agreements, such agreements contain- 
ing certain standard terms and conditions of trust 
common to all the Series. The Applicants represent 
that the investment objective of each Series will be to 
seek both the preservation of capital and current 
distributions of interest and principal (including 
prepayment and redemption proceeds, if any) through 
the investment in a portfolio of securities, primarily 
consisting of mortgage-backed securities of the 
modified pass-through type fully guaranteed as to 
principal and interest by the Government National 
Mortgage Association and secondarily consisting of 
other types of securities on which the payment of 
principal and interest is backed by the full faith and 
credit of the United States (“Debt Obligations”) and, 
subject to certain limitations, Units of previously- 
issured Series of the Trust (the Debt Obligations and 
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previously-issued Units are collectively called herein 
the “Trust Securities”). The Trust Securities which will 
constitute the portfolio of each Series will be selected 
in advance and will be identifiable in respect of each 
Series on the date of deposit with the Trustee. 


The Sponsor has filed a Form S-6 Registration 
Statement under the Securities Act of 1933 (“1933 Act”) 
covering fractional undivided interests in GNMA Series 
1 to be offered to investors at a public offering price set 
forth in the prospectus included in the S-6 Registration 
Statement. The 1933 Act Registration Statement has 
not yet become effective. The Sponsor has also filed a 
Form N-8A Notification of Registration and a Form 
N-8B-2 Registration Statement under the Act relating 
to GNMA Series 1. 


Each Series of the Trust will be governed by the 
provisions of a trust indenture and agreement 
(“Indenture”) to be entered into by the Sponsor and a 
corporation organized and doing business under the 
laws of the United States or a state thereof, which is 
authorized under such laws to exercise corporate trust 
powers and having at all times an aggregate capital, 
surplus, and undivided profits of not less than 
$2,500,000 (“Trustee”). It is contemplated that the 
Bradford Trust Company will serve as Trustee for 
GNMA Series 1. It is also contemplated that Bradford 
Trust Company of Boston will serve as Co-Trustee for 
GNMA Series 1. Standard & Poor’s Corporation will 
serve as Evaluator for GNMA Series 1. A separate 
Indenture will be entered into each time a Series is 
created and activated and the Trust Securities which 
comprise its portfolio (or delivery statements relating 
to contracts for the purchase of such Trust Securities 
together with funds represented by cash or an 
irrevocable letter of credit issued by a major 
commercial bank in the amount required for their 
purchase) are deposited with the Trustee. Each Series 
will be substantially identical except as to size, number 
of Units and the individual Trust Securities in the 
portfolio. 


When a Series of the Trust is created, the Sponsor and 
the Trustee will enter into an Indenture and the Trust 
Securities to constitute such Series of the Trust (or 
delivery statements relating thereto and funds for the 
purchase thereof as set forth above) will be delivered to 
and deposited with the Trustee and Co-Trustee by the 
Sponsor. Substantially concurrently, the Trustee will 
issue in the name of the Sponsor, or such other name 
or names as the Sponsor may direct, one or more 
certificates evidencing the ownership of all of the 
undivided interest in such Series of the Trust. These 
Units will be separately offered for sale to the public at 
prices based upon their then respective current net 
asset values, after the registration statement filed in 
respect thereto under the 1933 Act has become 
effective. 





Applicants state that Trust Securities will not be 
pledged or be in any other way subjected to any debt at 
any time after they are deposited with the Trustee. The 
Sponsor has been accumulating Trust Securities for 
the purpose of deposit in GNMA Series 1 and will fol- 
low a similar procedure of accumulating Trust Secu- 
rities for each subsequent Series. 


The assets of the Trust may consist of Debt 
Obligations initially deposited, such Debt Obligations 
as may continue to be held from time to time in 
exchange for or substitution of any of the Debt 
Obligations, accrued and undistributed interest, 
undistributed cash and Units of previously-issued 
Series of the Trust. Certain of the Debt Obligations 
may from time to time be sold under the circumstances 
set forth in the Indenture, or may be redeemed or may 
mature in accordance with their terms. The proceeds 
from such dispositions may, at the discretion of the 
Sponsor, be reinvested in substitute obligations 


meeting specified criteria or may be distributed to the 
holders of Units of the Trust (“Unitholders”) and not 
reinvested. However, the reinvestment of proceeds in 
substitute obligations in any given year will be limited 
to ten percent of the outstanding principal amount of 
Trust Securities as of the close of business on the last 
day of each fiscal year for the succeeding fiscal year. 


Each Unit of the Trust will represent a fractional 
undivided interest, the numerator of the fractional 
interest represented will be 1 and the denominator will 
be the number of Units issued and outstanding in any 
particular Series. Units are redeemable, and in the 
event that any Units are redeemed, the fractional 
undivided interest represented by each Unit will be in- 
creased accordingly. Units will remain outstanding 
until redeemed or until the termination of the 
Indenture. The Indenture may be terminated by 100% 
agreement of the Unitholders or, in the event that the 
value of Trust Securities shall fall below an amount 
specified, either upon direction of the Sponsor to the 
Trustee or by the Trustee without such direction. There 
is no provision in the Indenture for the issuance of any 
Units after the initial issuance and such activity will not 
take place (except to the extent that the secondary 
trading by the Sponsor in the Units is deemed the 
issuance of Units under the Act). 


The Sponsor and/or certain of the Underwriters, while 
under no obligation to do so, intend to maintain a 
market for whole Units of the Trust and to offer to 
purchase such Units at prices in excess of the 
redemption price as set forth in the Indenture. In the 
absence of such a market, Unitholders may only be 
able to dispose of their Units by redemption 


Section 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal 


underwriter for such a company shall make a public 
offering of securities of which such company is the 
issuer unless (1) the company has a net worth of at 
least $100,000; (2) at the time of a previous public 
offering it had a net worth of $100,000; or (3) provision 
is made that a net worth of $100,000 will be obtained 
from not more than twenty-five responsible persons 
within ninety days, or the entire proceeds received, 
including sales charge, will be refunded. 


Applicants seek an exemption from the provisions of 
Section 14(a) in order that a public offering of Units of 
the Trust as described above may be made. In 
connection with the requested exemption from Section 
14(a) the Sponsor agrees (1) to refund, on demand and 
without deduction, all sales charges to purchasers of 
Units of a Series if, within ninety days from the time 
that a registration statement for a Series becomes 
effective under the Securities Act of 1933, the net worth 
of the Series shall be reduced to less than $100,000, or 
if such Series is terminated; (2) to instruct the Trustee 
on the date Trust Securities are deposited in each 
Series that in the event that redemption by the Sponsor 
of Units constituting a part of the unsold Units shall 
result in that Series having a net worth of less than 
40% of the principal amount of Trust Securities 
originally deposited for such Series, the Trustee shall 
terminate the Series in the manner provided in the 
Indenture and distribute any Trust Securities or other 
assets deposited with the Trustee pursuant to the 
Indenture as provided therein; and (3) in the event of 
termination for the reasons described in (2) above, to 
refund any sales charges to any purchasers of Units 
purchased from the Sponsor on demand and without 
any deduction. 


The Sponsor has further represented that no Series of 
the Trust will be created which will contain in the 
portfolio on the date of deposit, Trust Securities (or 
delivery statements relating thereto and funds for the 
purchase thereof) having a face amount of less than 
$3,000,000. in the event the value of such Series should 
decrease of the greater $1,000,000 or 20% of the 
amount of the Trust Securities initially deposited, for 
any reason, the Trustee may, and when so directed by 
the Sponsor shall, terminate and liquidate the Series. 
Thus, Applicants represent that it is highly unlikely 
that, exept during the course of liquidation, the net 
worth of any Series would ever decline to $100,000 or 
less. 


Rule 19b-1 


Rule 19-1 provides in substance that no registered 
investment company which is a “regulated investment 
company” as defined in Section 851 of the Internal 
Revenue Code shall distribute more than one capital 
gain dividend in any one taxable year. Paragraph (b) of 
the Rule contains a similar prohibition for a company 
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not a “regulated investment company” but permits a 
unit investment trust to distribute capital gain 
dividends received from a “regulated investment 
company” within a reasonable time after receipt. 


Distributions of interest and principal on each Series 
will be made to Unitholders quarterly unless a 
Unitholder elects to receive them monthly. Applicants 
represent that distributions of principal constituting 
capital gains to Unitholders may arise in the following 
instances: (1) If an issuing authority calls or redeems 
an issue of Debt Obligations heid in the portfolio, the 
sums received by the Trust will be distributed on a 
pro-rata basis to each Unitholder on the next 
distribution date; (2) if Units are redeemed by the 
Trustee and Trust Securities from the portfolio are sold 
to provide the funds necessary for such redemption, 
each Unitholder will receive his pro-rata portion of the 
proceeds from the Trust Securities sold over the 
amount required to satisfy such redemption 
distribution; (3) if Trust Securities held in the portfolio 
must be disposed of in order to maintain the 
qualification of a Series as a regulated investment 
company under the Internal Revenue Code, the sums 
received by the Trust will be distributed on a pro-rata 
basis to each Unitholder on the next distribution date; 
(4) if Debt Obligations held in the portfolio are sold to 
maintain the investment stability of a Series of the 
Trust, the sums received by the Trust may be 
distributed on a pro-rata basis to each Unitholder on 
the next distribution date; and (5) as regular 
distributions of principal and any pre-payments of 
principal are declared on an issue of Debt Obligations 
held in the portfolio, the sums received by the Trust 
will be distributed on a pro-rata basis to each 
Unitholder on the next distribution date. In such 
instances, a Unitholder may receive in his distribution 
funds which constitute capital gains, since in some 
cases the value of the Trust Securities redeemed or 
sold may have increased since the date of their 
acquisition by the Trust. 


As noted above, Paragraph (b) of the Rule 19b-1 
provides that a unit investment trust may distribute 
capital gain dividends received from a “regulated 
investment company” within a reasonable time after 
receipt. Applicants assert that the purpose behind 
such provision is to avoid forcing unit investment trust 
to accumulate valid distributions received throughout 
the year and distribute them only at year end, and that 
the operations of Applicants in this regard are squarely 
within the purpose of such provision. However, in 
order to comply with the literal requirements of the 
Rule, each Series of the Trust would be forced to hold 
any monies which would constitute capital gains upon 
distribution until the end of its taxable year. The 
application contends that such practice would clearly 
be to the detriment of the Unitholders. 
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In support of the requested exemption, Applicants 
state that the dangers against which Rule 19b-1 is 
intended to guard do not exist in the situation at hand 
since neither the Sponsor nor the Trust has control over 
events which might trigger capital gains, e.g., the 
tendering of Trust Units for redemption and the prepay- 
ment of portfolio Debt Obligations by the issuing 
authorities. In addition, it is alleged that any capital 
gains distribution will be clearly indicated as capital 
gains in the accompanying report by the Trustee to the 
Unitholder. Furthermore, Applicants assert that the 
sale of Debt Obligations in an effort to maintain the 
investment stability of a Series of the Trust is an 
activity designed generally to prevent or to retard de- 
terioration of values when certain adverse factors exist. 
These factors include a default in the payment of prin- 
cipal or interest on Debt Obligations, an action involv- 
ing the issuer thereof which will adversely affect its 
ability to continue payment of the principal and the in- 
terest on its Debt Obligations, or an adverse change in 
the market, revenue or credit factors affecting the in- 
vestment stability of the Debt Obligations. Finally, Ap- 
plicants contend that sale of Debt Obligations in an 
effort to maintain investment stability of any Series is 
not expected to result in capital gains distributions to 
the Trust or its Unitholders because the above factors 
will normally have a depressing effect on the market 
value of the Debt Obligations. 


Rule 22c-1 


Applicants state that following the initial offering 
period, the Sponsor and/or certain of the Underwriters, 
while not obligated to do so, intend to offer to 
purchase whole Units in the secondary market at prices 
based on the offering side evaluation of the Trust 


Securities in any Series, determined on the last 
business day of each week, effective for all sales made 
during the following week. 


Applicants also state that the Sponsor has undertaken 
to adopt a procedure whereby the Evaluator, without a 
formal evaluation, will provide estimated evaluations 
on trading days. In the case of a repurchase, if the 
Evaluator cannot state that the previous Friday’s price 
is at least equal to the current bid price, the Sponsor 
will order a full evaluation. The Sponsor agrees that, in 
the case of the resale of Units in the secondary market, 
if the Evaluator cannot state that the previous Friday’s 
price is not more than one-half point ($5.00 on a unit 
representing $1,000.00 principal amount of underlying 
Trust Securities) greater than the current offering price, 
a full evaluation will be ordered. Under these 
circumstances, the Applicants contend that the 
exemption of the Sponsor from the provisions of Rule 
22c-1 will in no way affect the operations of the Trust 
and will benefit the Unitholders by providing a 
repurchase price for their Units which is in excess of 





the current net asset value of such Units as computed 
for redemption purposes. 


Rule 22c-1 provides, in pertinent part, that no 
registered investment company issuing any redeem- 
able security, and no dealer in any such security, shall 
sell, redeem, or repurchase any such security except at 
a price based on the current net asset value of such 
security which is next computed after receipt of a 
tender of such security for redemption or of an order to 
purchase or sell such security. 


Applicants state that Rule 22c-1 has two purposes: (1) 
to eliminate or to reduce any dilution of the value of 
outstanding redeemable securities of registered invest- 
ment companies which might occur through the sale, 
redemption or repurchase of such securities at prices 
other than their current net asset values; and (2) to 
minimize speculative trading practices in the securities 
of registered investment companies. 


The secondary market activities of the Sponsor and/or 
the Underwriters and the manner for the acquisition by 
investors of new Units, may be deemed to violate Rule 
22c-1 because of the absence of daily pricing. 
Applicants contend, however, that the purposes of 
Rule 22c-1 will not be offended by the Sponsor and/or 
the Underwriters in the secondary market activities. 
Applicants assert that the pricing of Units by the 
Sponsor in the secondary market will in no way dilute 
the assets of the Trust, and that Unitholders will 
benefit from the Sponsor’s pricing procedure in the 
secondary market since they will normally receive a 
higher repurchase price for their Units than they could 
by redeeming their Units at the current net asset value, 
and that this will be accomplished without the cost 
burden to the Trust of daily evaluations of the Unit 
redemption value. 


Applicants also contend that speculation in Units of 
any Series is unlikely because price changes are 
limited in respect to the kind of Trust Securities which 
will be held by such Series. In addition, Applicants 
argue that because of the nature of the Trust Securities 
price changes are gradual and depend largely on 
general changes in interest rates. To avoid the 
Sponsor receiving more than the specified sales charge 
on the resale of Units, the Sponsor has undertaken not 
to resell any Units which it may repurchase at a price 
below the offering side evaluation of the Trust 
Securities in any Series. 


Applicants state that interest is generally paid on 
mortgage-backed securities of the modified pass- 
through type on a monthly basis, and is calculated at 
the coupon rate of those securities based on the 
principal amount of the underlying mortgages 
outstanding at the close of business on the last day of 
the preceding month. They state further that there is a 


period of a few days (usually not more than seven or 
eight business days), beginning on the first day of 
each month, during which the precise amount of the 
various mortgages underlying each of such mortgage- 
backed securities has not yet been reported by the 
issuer to the Government National Mortgage Associa- 
tion and made generally available in the marketplace. 
Therefore, with respect to the Trust, Series 1, and 
subsequent Series which plan to invest in portfolios 
containing such mortgage-backed securities the 
Applicants expect that there will be a period of a few 
days during the first part of every month when the 
precise principal amount of such securities in the port- 
folios of the Trust Series will not be known, although 
the precise principal amount as of the close of busi- 
ness on the last day of the preceding month will be 
known. The Applicants expect that the differences in 
such principal amounts from month to month for the 
Trust will not be significant. Nevertheless, the Sponsor 
will adopt procedures as to pricing and evaluation for 
the Trust Units which will minimize the impact of such 
differences, with the result that this situation will not 
have, in Applicants’ view, a material impact upn the 
calculation of the public offering price per Unit, the 
repurchase price per Unit in the secondary market or 
the redemption price per Unit. 


Applicants therefore request an exemption from the 
provisions of Rule 22c-1 for GNMA Series 1 and for all 
subsequently created Series insofar as the Rule may 
apply after completion of the primary distribution of 
Units of such Series. 


Section 22(d) 
A. ARO Plan 


Applicants propose to offer the right to participate in 
an automatic reinvestment option (“ARO Plan”) to 
Unitholders of record in each of its Series. As 
proposed, unless a Unitholder elects otherwise as out- 
lined below, he will automatically be placed on the 
quarterly distribution plan and will automatically have 
any distributions of principal and interest made to him 
on a predecessor Series of the Trust reinvested into 
Units of a subsequent Series of the Trust 
(“Reinvestment Series”) at a reduced sales charge. Any 
Unitholder by completing a Notification of Election 
may elect: (1) to be placed on the monthly 
distribution plan and receive both his interest and 
principal distributions in cash, (2) to be placed on the 
quarterly distribution plan and receive both his interest 
and principal distributions in cash, or (3) to be placed 
on the quarterly distribution plan and receive his 
interest distributions in cash but have his principal 
distributions reinvested under the ARO Plan. In order 
to facilitate any election of this type which a Unitholder 





may desire to make the Sponsor will see to it that a 
Notification of Election is inserted into each 
prospectus offering Units of the Trust for sale to the 
public. Applicants state that a participant in the ARO 
Plan may withdraw from that Plan at any time upon 
written notice to the Trustee. To assist in effecting 
withdrawals, the Trustee intends to establish a toll free 
telephone number. If notification of withdrawal or a 
Notification of Election has not been given to the 
Trustee prior to a particular quarterly distribution date, 
such withdrawal or notification of Election will not be 
effective with respect to that particular distribution, 
but rather will become effective for the next succeeding 
distribution. Unless the withdrawing participant 
specifically indicates in his withdrawal notice that he 
wishes to withdraw from the ARO Plan for less than all 
of the Series of the Trust which he might then own 
(specifically identifying which Series he desires to 
continue in the ARO Plan), he will be deemed to have 
withdrawn completely from the ARO Plan in all 
respects. Once a participant has withdrawn completely 
from the ARO Plan he will only be allowed to again 
participate in that Plan by submitting an Authorization 
Form stating that he desires to again participate in the 
ARO Plan. 


Each participant will have his interest and principal 
distributions reinvested on the corresponding 
distribution date in the appropriate Reinvestment 
Series of the Trust. Applicants represent that they 
intend to see to it that each Reinvestment Series will be 
declared effective by the Commission in sufficient time 
to allow distribution to Plan participants of final pro- 
spectuses relating to such Reinvestment Series. As 
presently contemplated, it is intended that each 
Reinvestment Series will become effective on or before 
eight days before each quarterly record date for 
determining who is eligible to receive distributuions on 
the related Distribution Date. Applicants state that if a 
Reinvestment Series has not been declared effective in 
such sufficient time, the ARO Plan will be suspended 
with respect to that Series and recommenced with the 
next succeeding distribution. In such a case, a 
participant would receive his normal cash distribution. 
Applicants represent that fractional Units in an amount 
sufficient to have all of a particular principal or interest 
distribution reinvested in Trust Units will be purchased 
under the ARO Plan. 


The Applicants have agreed that in the event any 
Reinvestment Series should materially differ from the 
particular Series of the Trust into which participants in 
the ARO Plan originally invested or the preceding Rein- 
vestment Series, after filing of a registration statement 
under the 1933 Act for such Reinvestment Series ARO 
Plan participants will be provided with a prospectus 
meeting the requirements of Section 10(a) of the 1933 
Act for such Reinvestment Series, a notice of the 
material change and an Authorization Form which 


would have to be returned to the Trustee before a 
Unitholder would again be able to participate in the 
ARO Plan. 


In order that distributions may be reinvested on the 
next succeeding Distribution Date, the Authorization 
Form must be received by the Trustee no later than the 
26th day of the month preceding such Distribution 
Date. Any Authorization Form received after such date 
will result in the commencement of reinvestment on 
the second Distribution Date thereafter. Once delivered 
to the Trustee, an Authorization Form will, except in 
the following instance, constitute a valid election to 
participate in the Plan for each subsequent distribu- 
tion as long as the Unitholder continues to participate 
in the Plan. 


Unless a Unitholder notifies the Trustee in writing to 
the contrary, any Unitholder who has acquired Units 
through the ARO Plan will be deemed to have elected 
the quarterly plan of distribution and to participate in 
the ARO Plan with respect to distributions made in 
connection with Units so purchased under the ARO 
Plan. A Unitholder may withdraw from the ARO Plan 
with respect to distributions related to Units purchased 
under the ARO Plan and remain in the ARO Plan with 
respect to Units acquired other than thrugh the ARO 
Plan. All distributions made with respect to Units 
purchased under the ARO Plan will be accumulated 
with distributions generated from the Units of the 
Series of the Trust used to purchase such additional 
ARO Plan Units and will be accumulated with 
distributions generated from Units of other Series of 
the Trust for ARO Plan purchases. Thus, if a person 
owns Units in more than one Series of the Trust, dis- 
tributions with respect thereto will be aggregated for 
purchases under the ARO Plan. Confirmations of sales 
relating to Units purchased under the ARO Plan will be 
provided in the name of the ARO Plan participant in the 
normal course of business. However, certificates 
representing Trust Units purchased under the ARO 
Plan will not be sent to participants, except upon 
request. Both the Sponsor and the Trustee reserve the 
right to suspend, modify or terminate the ARO Plan at 
any time. All participants will receive notice of any 
such suspension, modification or termination. 


Units of each existing Series of the Trust will be offered 
at a public offering price of approximately $1,035 per 
Unit plus accrued interest. However, as noted above, it 
is the Sponsor’s intention to permit purchases under 
the ARO Plan of fractional Units so that the full amount 
of a particular, principal or interest distribution will be 
reinvested in Trust Units, rather than require purchases 
of full Units. The purpose of allowing purchases of 
fractional Units is to allow a minimum purchase 
requirement in the primary distribution of Trust Units, 
but at the same time permit maximum_use of distribu- 





tions for purchases through the reinvestment program. 
However it should be noted that neither the Sponsor 
nor the other Underwriters intend to maintain a 
secondary market for fractional Units purchased under 
the ARO Plan. Thus, unless an ARO Plan participant is 
able to find some other buyer for his factional Units, he 
will be able to dispose of such fractional Units only by 
tendering them for redemption with the Trustee. 


Applicants propose to offer Reinvestment Series Units 
under the ARO Plan at a price reflecting a sales charge 
of $12.00 per Unit (pro-rata per fractional Unit) rather 
than the customary sales charge of 3-1/2% of the 
underlying net asset value of the Trust Securities in 
such Series which applies to all primary and secondary 
sales of Units in various Series of the Trust (including 
primary and secondary sales of Reinvestment Series 
Units purchased other through the ARO Plan). 


Section 22(d) of the Act provides, in pertinent part, that 
no registered investment company shall sell any 
redeemable security issued by it except to or through a 
principal underwriter for distribution or at a current 
public offering price described in the prospectus, and, 
if such class of security is being currently offered to 
the public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell 
any such security to any person, except a dealer, a 
principal underwriter or the issuer, except at a current 
public offering price described in the prospectus. Rule 
22d-1 permits certain variations in sales load, none of 
which it is alleged are applicable to the proposed ARO 
Plan. In support of the request, Applicants assert that 
applying a sales charge of less than the customary 
3-1/2% charge in the case of ARO Plan purchases is 
both beneficial to ARO Plan participants, and also 
warranted in light of the related cost savings. 
Applicants represent that each Reinvestment Series 
will be substantially similar to the Series of the Trust 
which the ARO Plan participant originally purchased 
with the exception of the make-up of the Series 
portfolio and certain portfolio related information. 
Consequently, the support for that portion of the sales 
charge attributable to counselling the participant on 
the Sponsor’s product is eliminated, as is the: selling 
effect relating to initial solicitations. It is the 
Applicants’ belief that cost savings related thereto 
should be passed on to ARO Plan participants. 


Applicants, however, assert that implementation and 
continuation of the ARO Plan will create special out-of- 
pocket costs which should properly be borne by the 
Plan participants. It is the Sponsor’s belief that the 
special out-of-pocket expenses related to the Plan 
(including such items as (a) maintaining Trustee 
records on participants, (b) mailing, shipping and 
miscellaneous delivery charges, (c) maintaining a toll 
free telephone number with knowledgeable operators, 
and (d) separate printing charges) will amount to 


approximately $12.00 per Unit. Thus, Applicants 
conclude that the proposed $12.00 per Unit sales 
charge for ARO Plan purchases not only passes 
through certain costs savings to ARO Plan participants 
but also charges such persons for reasonable expenses 
related to the creation of the ARO Plan. 


B. Conversion Plan 


Applicants propose to introduce a conversion option 
program (the “Conversion Plan’) to Unitholiders of the 
various series of both Insured Municipals—income 
Trust (the ‘Municipal Fund’’) and Investors’ 
Corporate—Iincome Trust (the “Corporate Fund”). The 
Municipal Fund is comprised of a series of unit 
investment trusts, the portfolios of which are made 
upon of tax-free municipal obligations, and the 
Corporate Fund is comprised of a series of unit invest- 
ment trusts, the portfolios of which are made up of 
taxable corporate debt obligations. Both are sponsored 
by Van Kampen Sauerman Inc. Under the Conversion 
Plan, as proposed, a Unitholder wishing to dispose of 
his Units in a Series of either the Municipal Fund or the 
Corporate Fund for which a secondary market is being 
maintained will have the option to convert his Units 
into Units of any Series of the Trust for which Units are 
available for sale. Applicants state that the purpose of 
the Conversion Plan is to provide investors in the 
Municipal and Corporate Funds a convenient and less 
costly means of transferring interests as their 
investment requirements change. Applicants state that 
the Sponsor and/or certain of the Underwriters have 
indicated that they intend to maintain a market for the 
Units of each Series of the respective Funds and the 
Trust; however, there is no obligation to maintain such 
a market. Consequently, the Sponsor reserves the right 
to modify, suspend or terminate the Conversion Plan at 
any time without further notice to Unitholders. 


Assuming a secondary market exists and Units of the 
Trust are available, a Unitholder who notifies the 
Sponsor of his desire to exercise his conversion option 
will be mailed a current prospectus for each Series in 
which the Unitholder indicates interest. The Unitholder 
may then select the Series into which he desires his 
investment to be converted. The conversion 
transaction will operate in a manner essentially 
identical to any secondary market transaction, except 
that the Applicants propose to allow a reduced sales 
charge for all transactions effected under the 
Conversion Plan. Units of the Trust will be repurchased 
by the Sponsor and other Underwriters of them at the 
aggregate offering price per Unit of the underlying 
securities in the Trust and will be resold at that price 
per Unit plus a sales charge of 3-1/2% of such offering 
price. Applicants propose to resell Units under the 
Conversion Plan at the Unit offering price of the under- 
lying securities of the Trust plus a fixed charge of 
$15.00 per Unit (or about 1-1/2% of such offering price 





at current market values). The Unitholder will receive 
payment for any excess funds remaining in his account 
after the proceeds from his investment in the Corporate 
or Municipal Fund are converted into full Units of the 
Trust. 


Conversion transactions will only be effected in whole 
Units. To illustrate: Under the Conversion Plan a holder 
of three Units of a Series in the Municipal Fund with an 
offering price of $1,020.00 might seek conversion into 
Units of a Series of the Trust with an offering price of 
$880.00. In this example, the Unitholder’s Units will 
total $3,060.00, which amount may be invested in Units 
of the Trust Series. Should three Units in a Series of 
the Trust be purchased the cost would be $2,685.00 
($2,640.00 for the Units and a $45.00 sales charge). The 
remaining $375.00 would be returned to the Unitholder 
in cash. 


Section 11(c) of the Act provides, among other things, 
that exchange offers involving registered unit invest- 
ment trusts are subject to the provisions of Section 
11(a) of the Act, irrespective of the basis of exchange. 
Section 11(a) of the Act provides, in pertinent part, that 
it shall be unlawful for any registered open-end 
company or any principal underwriter for such a 
company to make, or cause to be made, an offer to the 
holder of a security of such company or any other 
open-end investment company to exchange his 
security for a security in the same or another such 
company on any basis other than the relative net asset 
values of the respective securities to be exchanged, 
unless the terms of the offer have first been submitted 
to and approved by the Commission. 


As noted above, Section 22(d) of the Act provides, in 
pertinent part, that no registered investment company 
or principal underwriter thereof shall sell any 
redeemable security issued by such company to any 
person except at a current offering price described in 
the prospectus. The sales charge for effecting regular 
secondary market purchases and sales of Units of the 
Trust will be greater than the sales charge which would 
be applicable to transactions under the Conversion 
Plan. Rule 22d-1 under the Act permits certain 
variations in sales charges, none of which it is alleged 
will be applicable to transactions under the Plan. 


Applicants assert that applying a sales charge of less 
than the customary 3-1/2% in the case of Conversion 
Plan transactions is both beneficial to investors and 


warranted in light of the related cost savings. 
Applicants state that a large portion of the customary 
3-1/2% sales charge is attributable to brokerage 
efforts to make the initial customer solicitation, and 
the remainder is primarily attributable to the ascertain- 
ment of the customer’s financial requirements and to 
counselling on the Applicants’ specific product. 
Applicants represent that under the Conversion Plan 


the selling effort relating to initial solicitations will be 
eliminated, and thus the Applicants argue that the cost 
savings related thereto should be passed on to the 
participating investors. 


Applicants contend, however, that some _ investor 
charge is clearly warranted at the time of conversion 
since a broker may well need to review his customer’s 
financial objectives and likely will have to counsel the 
customer on the particular investment vehicle involved. 
Applicants have concluded that the proposed $15.00 
per unit sales charge for Plan conversions will not only 
pass through cost savings to investors but also will 
charge such persons a reasonable fee which is related 
to the periodic, professional, financial advice that it is 
anticipated will be furnished to them. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may 
conditionally or unconditionally, exempt any person, 
security, or transaction, or any class or classes of 
persons, securities, or transactions from any provision 
of the Act or of any rule or regulation under the Act, if 
and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 17, 1978, at 5:30 P.M., 
submit to the Commission in writing a request for a 
hearing on the application accompanied by a statement 
as to the nature of his interest, the reasons for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, -r he may request that he be 
notified if theCommission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shail be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contempo- 
raneously with the request. As provided by Rule 0-5 of 
the rules and Regulations promulgated under the Act, 
an order disposing of the application herein will be 
issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons, who request a hearing or advice as to whether 
a hearing is ordered, will! receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Release No. 10290/June 26, 1978 


In the Matter of 
AETNA FUND, INC. 


151 Farmington Avenue 
Hartford, Connecticut 06156 


(811-1951) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
8(f) OF THE ACT FOR AN ORDER DECLARING AETNA 
FUND, INC. HAS CEASED TO BE AN INVESTMENT 
COMPANY 


NOTICE IS HEREBY GIVEN that AEtna Variable Fund, 
Inc. (“Applicant”), an open-end management invest- 
ment company registered under the Investment 
Company Act of 1940 (“Act”), filed an application 
pursuant to Section 8(f) of the Act on February 17, 
1978, for an order of the Commission declaring that 
AEtna Fund, Inc. (“Fund”) which merged with and into 
Applicant on December 31, 1977, has ceased to be an 
investment company. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations therein, which 
are summarized below. 


Fund, a Maryland corporation, was organized and 
registered under the Act as an open-end diversified 
management investment company in 1969. Its regis- 
tration statement under the Securities Act of 1933 (File 
No. 2-34969) became effective in April, 1970, and at 
that time Fund commenced sales of its shares to the 
public. 


According to the Applicant, the merger of Fund with 
and into Applicant was approved by unanimous vote of 
the directors of both at a combined meeting in 
November, 1977, and by stockholders of Fund at a 
special meeting held in December, 1977. Approval of 
the merger by the stockholders of Applicant was not 
required. 


On December 16, 1977, the Commission issued an 
order (Investment Company Act Release No. 10065) 
pursuant to Section 17(b) of the Act exempting the 
merger from the provisions of Section 17(a) of the Act. 
On December 31, 1977, pursuant to the Articles and 
Plan of Merger between Fund and Applicant, the 
merger of Fund with and into Applicant took place; the 
then stockholders of Fund received, in exchange for 
their Fund shares, shares of Applicant having an 
equivalent aggregate net asset value; and Fund there- 
upon ended its existence as a separate corporation. 


Applicant states that Fund has therefore ceased in any 
operating sense to be an investment company; that it 


no longer has any assets or liabilities; and that any 
expenses incurred in connection with the winding-up 
of its affairs will be borne either by its adviser, AEtna 
Financial Services, Inc., or by Applicant’s adviser, 
AEtna Variable Annuity Life Insurance Company. 


According to Applicant, since the merger took place at 
the end of Fund’s 1977 fiscal year, a Report on Form 
N-1R for Fund for 1977 was filed with the Commission; 
and an Annual Report to Stockholders for 1977 has 
been mailed to Fund stockholders of record at the time 
of the merger; such persons, who became 
stockholders of Applicant, were also sent Applicant’s 
1977 Annual Report to Stockholders. Applicant 
indicates that no reports for Fund for periods begin- 
ning in 1978 will be prepared or filed, since Fund 
ceased operations at the end of 1977. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, upon application, finds 
that a registered investment company has ceased to be 
an investment company, it shall so declare by order 
and upon the taking effect of such order the regis- 
tration of such company shall cease to be in effect. 


Accordingly, Applicant, which succeeded to all the 
rights, powers and privileges of the Fund as a result of 
the merger, has requested the Commission to issue an 
order pursuant to Section 8(f) of the Act declaring that 
Fund has ceased to be an investment company. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request and the issues of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of service (by affidavit or in case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following July 21, 1978, 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive notice of further 
developments in this matter including the date of the 
hearing (if ordered) and any postponements thereof. 





For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10291/June 27, 1978 


SEE 


SECURITIES ACT OF 1933 
Release No. 5939/June 27, 1978 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10292/June 27, 1978 


In the Matter of 


CALIFORNIA MUTUAL FUND 
530 B Street, Suite 1635 
San Diego, California 92101 


(811-1386) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN IN- 
VESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that California Mutual 
Fund (“Applicant”), an open-end, diversified manage- 
ment investment company registered under the Invest- 
ment Company Act of 1940 (“Act”), filed an application 
on February 24, 1978, pursuant to Section 8(f) of the 
Act for an order of the Commission declaring that the 
Applicant has ceased to be an investment company as 
defined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicant was incorporated under the laws of the State 
of California in 1965 and was registered under the Act 
in 1966. Applicant’s authorized capital stock consists 


of one million shares of common stock with no par 
value. 


Applicant represents that since March 29, 1973, there 
has been no meeting of its shareholders or sale of its 
stock. In addition, Applicant maintains that with one 
exception all of its directors have either died or 
disappeared. 


On June 9, 1977, members of the staff of the 
Commission’s Los Angeles Regional Office (“LARO”) 
requested that Applicant undertake the necessary 
steps for dissolution. Applicant maintains that as a 
result of determinations made by the LARO staff 
following their examination of Applicant’s records and 
those of its custodian, California First Bank, Ap- 
plicant’s remaining assets were distributed to 
shareholders in accordance with their respective 
holdings. Applicant further states that at the present 
time all of its shareholder accounts have been settled 
and there are no remaining assets. Accordingly, Ap- 
plicant believes that its registration under the Act is no 
longer necessary for the protection of investors. 


Section 8(f) of the Act provides, in part, that whenever 
the Commission, upon application, finds that a reg- 
istered investment company has ceased to be an in- 
vestment company, it shall so declare by order and 
upon the taking effect of such order, the registration of 
such company shail cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interes, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 





For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary : 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10293/June 28, 1978 


In the Matter of 


INTERNATIONAL LIQUID ASSETS, INC. 
1575 First National Bank Building 
Little Rock, Arkansas 72201 


(811-2616) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN IN- 
VESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that International Liquid 
Assets, Inc. (“Applicant”), an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act”), filed an ap- 
plication on May 31, 1977, and an amendment thereto 
on April 14, 1978, pursuant to Section 8(f) of the Act for 
an order of the Commission declaring that Applicant 
has ceased to be an investment company as defined in 
the Act. All interested persons are referred to the ap- 
plication on file with the Commission for a statement 
of the representatives contained therein, which are 
summarized below. 


Applicant was incorporated under the laws of the State 
of Delaware in December, 1975, under the name Inter- 
national Fixed Income Fund, Inc. Applicant's name 
was changed to its present name in April, 1976. 


Public sale of Applicant’s shares was commenced on 
May 20, 1976, and was suspended on May 28, 1976, 
when it came to the attention of International Con- 
sultants, Inc., Applicant’s administrator, that certain 
violations of the Act may have occurred; particularly, 
that certain investment restrictions contained in Ap- 
plicant’s prospectus may not have been honored. Con- 
sequently, Applicant’s managers decided to suspend 
all of Applicant’s operations and to offer to rescind all 
purchases of Applicant’s shares. The recission offer 
was accepted by shareholders in December, 1976. Ap- 
plicant represents that it has not sold any shares since 


May 28, 1976, and that is has no further intention of 
making a public offering of its securities. In addition, 
Applicant states that it has not made any investments, 
except in savings accounts and government securities, 
since June, 1976. On October 6, 1977, 9,800 of the 
10,000 outstanding shares of Applicant’s common 
stock, $.10 par value, were redeemed. At the present 
time, only 200 shares of Applicant’s stock, all of which 
are owned by members of Applicant’s Board of 
Directors and their associates, are outstanding. It is 
anticipated that Applicant’s remaining assets, which 
total less than $2,500 on December 31, 1977, will be 
distributed to these remaining shareholders, who 
number less than ten. 


Section 8(f) of the Act provides, in part, that whenever 
the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order and 
upon the taking effect of such order, the registration of 
such company shall ceased to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 21, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicant(s) 
at the address(es) stated above. Proof of such service 
(by affidavit, or in case of an attorney-at-law, by certifi- 
cate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Release No. 10294/June 27, 1978 


In the Matter of 


GOVERNMENT SECURITIES TRUST,GNMA SERIES 1 
(And Subsequent Series) 


LOEB RHOADES, HORNBLOWER & CO. 
SMITH BARNEY, HARRIS UPHAM & CO. INC. 
and 


BLYTH EASTMAN DILLON & CO. INCORPORATED 
14 Wall Street 
New York, New York 10005 


(812-4303) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 14(a) OF THE ACT AND RULES 19b-1 AND 
22c-1 THEREUNDER. 


On June 2, 1978, a notice was issued (investment 
Company Act Release No. 10266) of an application 
filed on May 2, 1978, and amendments thereto on May 
25, and June 2, 1978, by Government Securities Trust, 
GNMA Series 1 (and Subsequent Series) (“Fund”), a 
unit investment trust registered under the Investment 
Company Act of 1940 (“Act”), and the Fund’s 
sponsors, Loeb Rhoads, Hornblower & Co., Smith 
Barney, Harris Upham & Co. Incorporated and Blyth 
Eastman Dillon & Co. Incorporated (‘‘Sponsors”, 
collectively referred to with the Fund as the 
“Applicants”), pursuant to Section 6(c) of the Act for 
an order of the Commission exempting the Applicants 
from the provisions of Section 14(a) of the Act and 
exempting the frequency of capital gains distributions 
of the Fund anc .he secondary market operations of the 
Sponsors from ihe provisions of Rule 19b-1 and Rule 
22c-1, respectively, under the Act. 


‘he notice gave interested persons an opportunity to 
equest a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found that the 
granting of the requested exemptions is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 


of Section 14(a) of theAct and Rules 19b-1 and 22c-1 
under the Act, to the extent requested, be and hereby is 
granted, effective forthwith. 


For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10295/June 27, 1978 


In the Matter of 
WASHINGTON NATIONAL FUND, INC. 
and 


FUNDAMENTAL INVESTORS, INC. 
Westminster at Parker 
Elizabeth, New Jersey 07207 


(812-4316) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(b) OF THE ACT TO EXEMPT A PRO- 
POSED MERGER FROM SECTION 17(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Washington National 
Fund, Inc. (“National”), and Fundamental Investors, 
Inc. (“Fundamental”) (collectively, “Applicants”), both 
open-end, diversified management investment com- 
panies registered under the Investment Company Act 
of 1940 (“Act”), filed an application on May 26, 1978, 
and an amendment thereto on June 23, 1978, for an 
order, pursuant to Section 17(b) of the Act, exempting 
from the provisions of Section 17(a) of the Act a 
proposed merger of National into Fundamental. All 
interested persons are referred to the application on 
file with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


Applicants represent that, on April 28, 1978, the total 
net assets of National were $9,671,000 and those of 
Fundamental were $479,664,000. They state that the 
investment objective of each Applicant is to increase 
capital and income return over the years. Applicants 
State that they have the same investment adviser and 
principal underwriter, Anchor Corporation (“Anchor”). 
Applicants further state that they have the same 





directors and officers and employ the same counsel, 
custodian, transfer agent and auditors. 


National proposes to merge into Fundamental, with 
Fundamental to be the surviving fund. On the effective 
date of such merger, each National shareholder will 
have an account with Fundamental to which will be 
credited that number of shares of Fundamental equal 
in total dollar value to the shares of National then 
owned, both determined at net asset value, as 
computed on the close of business of the New York 
Stock Exchange (“Exchange”) on the effective date of 
the merger, or, if the Exchange is not open on such 
date, on the last preceding day on which the Exchange 
was open. Applicants do not anticipate that any of 
National’s portfolio securities will be sold by 
fundamental following the merger. No adjustments to 
the net asset value of either Applicant’s shares will be 
made to compensate for any potential federal income 
tax impact on Fundamental immediately after the 
proposed merger which might result from difference in 
National’s and Fundamental’s present capital loss 
carryforward because, Applicants assert, very little of 
National’s capital loss carryforward would be available 
to Fundamental. 


Applicants represent that the merger is subject to 
several contingencies, including approval by the 
shareholders of Natiqnal at a meeting scheduled on 
July 19, 1978, the granting of all necessary orders and 
approvals under the Act and under the securities laws 
generally, and the receipt of opinions that the 
transaction will constitute a tax-free reorganization. 
Dissenting shareholders of the Applicants will have no 
appraisal rights in connection with the merger but they 
will have the right to have their shares redeemed at 
current net asset value in accordance with the Act. 


Applicants state that the benefits of the proposed 
merger will accrue primarily to shareholders of 
National, who would become shareholders of a larger 
fund which pays Anchor an advisory fee at an effective 
current rate of .42%, and which had an expense ratio in 
1977 of .61%, as opposed to National’s effective 
advisory fee rate of .5% of average net assets and 
expense ratio of .82% of average net assets. 
Applicants acknowledge that similar advantages 
cannot be cited concerning the shareholders of 
Fundamental but state that Fundamental can expect to 
increase its net assets at a time when it is experiencing 
net redemptions. Applicants state that expenses 
involved in connection with the merger will consist 
primarily of costs related to the proxy statement of 
National and that such expenses will be borne by 
Anchor. 


Applicants state that if the propsoed merger is 
approved by the shareholders of National, the merger 
is expected to become effective on July 21, 1978. On 


July 26, 1978, the shareholders of Fundamental are 
expected to vote on whether to approve a new 
investment Advisory and Service Agreement (“Agree- 
ment”) between Fundamental and Capital Research 
and Management Company (“Capital Research”). If the 
Agreement is approved, Capital Research will succeed 
Anchor as investment adviser to Fundamental and one 
or more affiliates of Capital Research will become the 
principal underwriter and perform other functions 
presently performed by Anchor for Fundamental. 
Assuming that National approves the proposed merger 
and that Fundamental approves the Agreement, the 
Agreement would become the effective advisory agree- 
ment of those National shareholders who would 
become shareholders of Fundamental as a result of the 
merger. Applicants state that the duties and 
responsibilities under the present advisory agreement 
with Anchor and the Agreement with Captial Research 
are substantially the same although there are 
differences in those and in other matters, such as 
expenses to be allocated, timing of payments of the 
investment advisory fee and period of effectiveness 
and method of termination of the agreements. 
Applicants state that the advisory fee schedule is the 
same under Fundamental’s existing advisory agree- 
ment with Anchor and the proposed Agreement with 
Capital Research. 


Section 2(a)(3) of the Act, in part, defines an affiliated 
person of another person to include any person, 
directly or indirectly, controlling, controlled by or 
under common control with, such other person. The 
application states that National and Fundamental may 
be deemed to be under common control because each 
has investment advisory agreements with Anchor and 
because Applicants have the same officers and 
directors, and, thus, National and Fundamental may be 
deemed to be affiliated persons of each other. 


Section 17(a) of the Act, in part, provides that it is un- 
lawful for any affiliated person of a registered invest- 
ment company, or any affiliated person of such a 
person, acting as principal, knowingly to sell to or 
purchase from such registered investment company 
any security or other property. Section 17(b) of the Act 
provides, in part, that the Commission shall exempt a 
proposed transaction from the provisions of Section 
17(a) if evidence establishes that the terms of the pro- 
posed transaction, including the consideration to be 
paid or received, are fair and reasonable and do not in- 
volve overreaching on the part of any person con- 
cerned, and that the proposed transaction is consistent 
with the policy of each registered investment company 
concerned and with the general purposes of the Act. 
Applicants have requested an order pursuant to 
Section 17(b) of the Act exempting the proposed 
merger from provisions of Section 17(a) of the Act. 


SEC DOCKET/16y 





Applicants submit that the terms of the proposed 
merger are reasonable and fair and do not involve over- 
reaching on the part of any person concerned since 
Fundamental will be issuing shares to National on the 
basis of their relative net asset values. Applicants sub- 
mit that, if approved by the shareholders of National, 
the proposed merger will be consistent with the 
policies of each Applicant and the general purposes of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 18, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
requést, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 632/June 28, 1978 


In the Matter of 


THORNWELL INVESTMENT MANAGEMENT, INC. 
(File No. 801-8772) 


EARLE ENGLISH THORNWELL 


NATHAN CAMPBELL NAPIER d/b/a 
SOUTHEASTERN ADVISORY SERVICE, INC. 
(File No. 801-10940) 


SOUTHEASTERN ADVISORY SERVICE, INC. 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities 
Exchange Act of 1934, Investment Company Act of 
1940, and Investment Advisers Act of 1940 (“Advisers 
Act”) against: Thornwell Investment Management, Inc. 
(“TIM”), a Georgia corporation and a registered invest- 
ment adviser; Earle English Thornwell (“Thornwell”), 
president and sole owner of TIM; Nathan Campbell 
Napier (“Napier”), a registered investment adviser; and 
Southeastern Advisory Service, Inc. (“SAS”), a Georgia 
corporation owned by Napier. 


From November 1975 to the summer of 1976 Thornwell 
was chairman of the board of SAS; and, from February 
1976 to October 1976 Thornwell owned fifty percent of 
SAS’s common stock. During the period from 
November 1975 to the summer of 1976 SAS acted as 
promoter, issuer, and underwriter of two limited part- 
nership investment pools. 


The Commission’s order for proceedings alleges that 
SAS, Napier and Thornwell: (1) willfully violated the 
anti-fraud provisions of the Advisers Act, Securities 
Act of 1933, and the Securities Exchange Act of 1934 in 
that they published and distributed advertisements 
about SAS’s limited partnership interests and their 
investment advisory service which contained untrue 
statements of material facts and which were otherwise 
false and misleading; (2) willfully violated the 
anti-fraud provisions of the Advisers Act in that they 
had custody and possession of funds in which advisory 
clients had a beneficial interest without submitting 





audited financial statements to the Commission; and 
(3) willfully violated the compensation provisions of 
the Advisers Act in that they entered into and 
performed advisory contracts whereby they would be 
compensated on a basis of a share of capital gains or 
capital appreciation. Furthermore, it is alleged that: 
(1) Napier, aided and abetted by SAS and Thornwell, 
willfully violated the registration and reporting pro- 
visions of the Advisers Act in that his registration 
forms omitted to state and misstated material facts; 
(2) Napier, aided and abetted by SAS, willfully violated 
the record-keeping provisions of the Advisers Act in 
that the records required to be maintained have not 
been available for examination by representatives of 
the Commission. 


In addition, the Order alleges that TIM, aided and 
abetted by Thornwell: (1) willfully violated the anti- 
fraud provisions of the Advisers Act in that they failed 
to adequately disclose to clients TIM’s/Thornwell’s 
inabitity to manage their portfolios and failed to refund 
unearned portions of prepaid advisory fees; (2) willfully 
violated the registration and reporting provisions of the 
Advisers Act in that its registration forms were not 
amended to reflect changes in material facts; and 
(3) willfully violated the record keeping provisions of 
the Advisers Act. 


A hearing will be scheduled by further order to take 
evidence on the allegations and to afford the 
respondent an opportunity to offer any defenses there- 
to, for the purpose of determining whether any action 
of a remedial nature should be ordered by the Com- 
mission. 
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ACCOUNTING SERIES 
Release No. 246 A/June 28, 1978 


In the Matter of 
STEPHEN A. YORDON 


444 Seabreeze Bivd., Suite 460 
Daytona Beach, Florida 


ORDER INSTITUTING AND SETTLING RULE 2(e) 
PROCEEDING 


The Commission's staff has alleged that during the 
period of September, 1975 through June, 1976, 
Stephen A. Yordon (“Yordon”), a certified public ac- 
countant, facilitated a manipulation of the trading 
market in the common stock of Dimensional Enter- 
tainment Corporation (“Dimensional”) and an illegal 
distribution of unregistered shares of Dimensional 
common stock. Specifically, it is alleged that Yordon 
purchased and caused to be purchased shares of 
Dimensional common stock with the intended purpose 
of creating the false appearance of an active trading 
market in Dimensional stock and of causing an 
increase in the selling price of Dimensional stock. In 
addition, the Commission’s staff has alleged that 
during the period of February through April, 1976, 
Yordon prepared audited financial statements for 
Dimensional and in so doing, falsely represented that 
he was independent of the corporation. In the view of 
the staff, he was' not qualified to audit these financial 
statements by virtue of a familial relationship to an un- 
disclosed principal of the company. Further, the Com- 
mission’s staff has alleged that Yordon improperly 
treated conditional corporate receivables as assets and 
income which resulted in the financial statements re- 
flecting an inflated net worth for Dimensional. 


Based upon the above allegations, the Commission 
has decided to institute an administrative proceeding 
pursuant to Rule 2(e) of its Rules of Practice to 
determine whether Yordon should be denied the 
privilege of appearing or practicing before it as an ac- 
countant. Yordon’s resignation is without admitting or 
denying the staff’s allegations regarding his conduct 
with respect to Dimensional Entertainment Corpora- 
tion. Yordon’s offer was also made with the under- 
standing that after thirty-six months, he may apply for 
reinstatement of his right to appear and practice before 
the Commission if such application is accompanied by 
an appropriate showing that (a) he has familiarized 
himself with the registration and disclosure provisions 
of the federal securities laws and with the Com- 
mission’s requirements with respect to auditing and 
accounting matters, (b) nothing has occurred during 
the intervening period which would be a basis for 
adverse action against him under Rule 2(e), (c) he has 
completed credits which are the equivalent of 100 
hours of continuing professional accounting courses 
approved by either the American Institute of Certified 





1The underlined portion of the above order was omitted 
in error from ASR 246. 
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Public Accountants within the four years preceding his 
application, and (d) he has participated in a “peer 
review” program and complied with the terms of that 
program as set forth in his letter of voluntary 
resignation. 


Accordingly, IT 1S ORDERED THAT: 


1. Proceedings pursuant to Rule 2(e) of 
the Commission’s Rules of Practice be, and 
they hereby are, instituted against Stephen 
A. Yordon; 


2. The resignation of Stephen A. Yordon 
from appearing or practicing before the 
Commission as an accountant be, and 
hereby is, accepted in settlement of the 
Rule 2(e) proceeding; 


3. After thirty-six months from the date of 
this order, Yordon may apply for permission 
to resume appearance and practice before 
the Commission as an accountant upon the 
terms of conditions contained in his letter 
of resignation, provided that: 


a. Anappropriate showing is made that he 
has familiarized himself with the registra- 
tion and disclosure provisions of the federal 
securities laws and the Commission’s re- 
quirements with respect to auditing and 
accounting matters; 


b. Nothing has occurred during the inter- 
vening period which would be a basis for 
adverse action against him under Rule 2(e) 
of the Commission’s Rules of Practice; 


c. Anappropriate showing is made that he 
has completed credits which are the 
equivalent’ of 100 hours of continuing 
professional accounting courses approved 
by either the Florida Institute of Certified 
Public Accountants or the American In- 
stitute of Certified Public Accountants 
within in the four years preceding his 
application; and 


d. Anappropriate showing is made that he 
has participated in a “peer review” program 
and complied with the terms of that 
program as set forth in his letter of 
voluntary resignation. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 8443/June 27, 1978 


SEC v. AMERICAN GUARANTY CORPORATION and 
HOWARD N. FEIST, JR. 
(D. Mass., C.A. 78-1368-S.) 


Michael J. Stewart, Administrator of the Boston 
Regional Office, announced that on June 16, 1978, the 
Honorable Walter J. Skinner, United States District 
Judge for the District of Massachusetts, entered a 
Final Order of Permanent Injunction against American 
Guaranty Corporation of Providence, Rhode Island, 
and Howard N. Feist, Jr., of Weston, Massachusetts. 
The Order permanently enjoins the defendants from 
violating or aiding and abetting violations of Sections 
13(a) and 14(a) of the Securities Exchange Act of 1934 
and Rules 12b-20, 13a-1, 13a-13, and 14a-9 thereunder. 


In addition, the Court also ordered American Guaranty 
to amend certain previously filed Annual Reports on 
Form 10-K and Quarterly Reports on Form 10-Q by 
filing an amendment which incorporates the Com- 
mission’s Complaint in this action. Pursuant to the 
Court’s order, Feist must, among other things, forfeit 


$1,514,000 of dividend arrearage, liquidation pre- 
ference, and par value rights attached to his 57% 
interest in the preferred stock of American Guaranty. 
The Court also ordered the appointment of a trustee to 
exercise for three years, subject to certain conditions, 
all voting rights on Feist’s 80% interest in the common 
stock and 57% interest in the preferred stock of 
American Guaranty. Moreover, Feist may not for a 
period of three years serve as an officer or director of 
any public company, except he may serve as an officer 
of American Guaranty if he is duly appointed by the 
company. Finally, Feist must forego any claim for 
related legal expenses from American Guaranty. 


In its Complaint, the Commission alleged that 
American Guaranty, aided and abetted by Feist, filed 
false and misleading periodic reports with the Com- 
mission and solicited proxies by means of false and 
misleading proxy statement. The reports and proxy 
statement failed to disclose material facts concerning 
certain sale-leasebacks the company entered into as 
buyer-lessor with other entities owned and controlled 
by Feist; American Guaranty lost approximately 
$1,481,000 on those sale-leasebacks. Among other 
things, no disclosure was made concerning the poor 
financial condition of the Feist controlled seller- 
lessees, the misleading nature of related equipment 
appraisals, the large profits the affiliated seller-lessees 
and others made on the sale and resale of the subject 
equipment, and the complex circle of illusory trans- 





actions surrounding one particular sale-leaseback with 
a major department store in Worcester, Massa- 
chusetts. 


American Guaranty and Feist consented to the entry of 
the Judgments without admitting or denying the Com- 
mission’s allegations. 





Litigation Release No. 8444/June 27, 1978 


U.S. v. ROBERT REID and JOSEPH MELTZER 
(S.D. Fla., Criminal Action No. 77-8068-CR-CF) 


Joseph V. Eskenazi, United States Attorney for the 
Southern District of Florida; Jule B. Greene, 
Administrator, Atlanta Regional Office, and William 


Nortman, Associate Regional Administrator, Miami 
Branch Office, announced that on May 19, 1978, United 
States District Judge Charles B. Fulton sentenced 
Robert Reid to five years imprisonment after a jury trial 
which found him guilty of the interstate transportation 
of stolen securities, and the sale of stolen securities. 


On May 22, 1978, United States District Judge Charles 
B. Fulton sentenced Joseph Meltzer to thirty months 
imprisonment after a jury trial in which he was found 
guilty of interstate transportation of stolen securities, 
the receipt and sale of stolen securities, and the 
conspiracy statutes. 


Reid and Meltzer were arrested by FBI agents in West 
Palm Beach, Florida when they attempted to sell 1,800 
shares of common stock, valued at approximately 
$100,000, which were stolen in January, 1977 from a 
New York City brokerage firm. 


For further information see Litigation Release No. 
8247, January 11, 1978. 
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